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Three Outstanding New TVeatsa— 
MARKETING RESEARCH: Text and Cases 


By HARPER W. BOYD, JR., and RALPH WESTFALL, both of Northwestern University 


This new text combines text with case material to provide basic study materials for a first 
course in marketing research. The various marketing research techniques are discussed in 
two main ways. First, the steps necessary to obtain information are shown. Second, the ap- 
plication of basic techniques to specialized fields such as advertising and product develop- 
ment is discussed. Realistic case material is included to illustrate the use of techniques 
under varying conditions. The book is particularly outstanding for the thoroughness of its 
coverage of such important marketing research areas as research design, questionnaire con- 
struction, sampling, analysis, motivation research, and product research. There are more 
than 60 cases, relating to all parts of the text. 


Copyright 1956 690 pages 


MARKETING: Text, Cases, and Readings 


By HARRY L. HANSEN, Harvard Graduate School of Business Administration 


‘This new and unique text for courses in marketing uses a variety of material which “im- 
merses” the student in marketing problems. Written by one of the country’s foremost mar- 
keting authorities, it treats the major aspects of marketing under the following heads: 
1) product policy, 2) distribution channels, g) advertising, 4) personal selling, 5) pricing, 
and 6) sales programs. The methods of presentation include text material, short case prob- 
lems, longer cases, excerpts from pertinent statutes, provocative readings, and generaliza- 
tions for discussion. Full use is made of up-to-date charts, graphs, and tables to illustrate 


the subject matter. A complete Instructor's Guide is available to adopters. It contains ad- 
ditional discussion and text questions for each chapter, and commentaries on the short 
problems and the cases. Additional cases are also included in the Guide. 


Copyright 1956 Bro pages 
MARKETING: Principles and Methods 


By CHARLES F. PHILLIPS, Bates College and DELBERT J. DUNCAN, University of Colorado 


Widely adopted in its first two editions this outstanding and successful marketing text re- 
flects the background of practical and academic experience of two leading authorities on 
the subject. For the new Third Edition, the entire text has been thoroughly rewritten and 
practices and appraises their significance. The basic approach and organiza- 
consumer goods and then works back along the channels of distribution through the prob- 
lems involved in wholesaling and marketing by manufacturers. The amount of space de- 
voted to retailing has been reduced to minimize the overlapping between this book and 
the authors’ Retailing text. 
Copyright 1956 807 pages 


Warre ror EXAMINATION Copies 


RICHARD D. IRWIN, INC. - HOMEWOOD, ILLINOIS 


Tun published April, July and October at 73 Main Street, 
Entered as second class matter under the Act of March 3, of 


Now you face 
a danger 

for which 

no precedent 
exists 


When product differences are sharp, it is 
relatively easy for the marketer to Build a 
brand image. But these days, product differ- 
ences are being blasted into oblivion. For con- 
sumers—more and more—impulse shopping 
controls the purse strings. And, for retailers, 
three or four brands will do, instead of six or 
seven. 


The result is markedly greater risk for strat- 
egies going into play this fall and winter. 
Strategies based on sound experience and his- 
toric success—but never pitted against the 
threat of brand similarity. 


Fast information on merchandise movement 
—really fast inforniation—can verify the 
strength of your plans, or signal the reinforce 
ments you must devise while there’s time to 
devise. And that stipulation calls for extraor- 
dinary service from the organization con- 
ducting your store audits. , 

“Tailor made” says much: “Validated” says 
more, “In any city you name” says it all. Selling 
Research conducts your tailor made store audits 
in any test market in the United States or 
Canada—any sales territory, regional district, 
or metropolitan county area. 

Within seven days of receipt of your order, 
field work begins—in markets you have named, 
in stores you have approved, on product lines 
you have specified. How vast is the Selling 
Research network? It embraces 194 U. S. A. 
markets, 18 Canadian. In the United States 


alone, 7,950 key stores—supplemented by other 
stores in these markets, and augmented by 
other markets as designated by you. 

It's important that 480 local auditors make 
up Selling Research's field staff. They're in. But 
what matters even more is this: Selling Re 
search traveling supervisors work side by side 
with auditors, or confirm accuracy by spot 
check the day after audit. Selling Research 
regional supervisors double-check, by continu- 
ous verification of audit calls and procedures. 


Within 10 days of completion of field work, 
the validated report is in your hands. 


For 201 leading marketers and advertising 
agencies, Selling Research provides respected 
and authoritative background for marketing 
decision. It ought to, for you now—in validated, 
tailor made store audit. In projectable data, 
national trend data, total market product 
audit, too. 

Today, get the facts! 


Your FASTEST reports on merchandise 
movement come from Selling Research 


GROCERY APPLIANCE 
DRUG SOFT GOODS 
LIQUOR HARDWARE 
JEWELRY AUTOMOTIVE 


CONFECTIONERY 
STATIONERY 
VARIETY 
DEPARTMENT 


96 Liberty Street, New York 6, N. Y. Sel | i ng Reseg rch F | nc. 
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“Here is the answer to the ‘WHY’ behind newspaper 
reading habits and their effect on today’s 
advertising and marketing promotions!” 


- one of the moat important events in recent 
iam. 
Albert Edward Wiggam, D. Se. 


.@ necessity for every man and woman who has 
anything to do with writing advertisements for news- 
papers, radio, TV, ouldoor posters, direct mail, maga- 
zines and farm papers.” 
Frank Fehlman 
Advertising Counsel 


substantial 1 provocative in nature 
useful for applied and academic 
readers. 


Professor of Prycholgy, 


moat constructive pioneeri ull 


Ivan 
The Now York Times 


““motivation research 


looks at 
Detroit 
Newspaper Readers”’ 


Motivation Research Looks at Detroit Newspaper 
Readers discloses the underlying reasons behind 
newspaper readership. It is the result of a two-year 
study that tapped the hearts and minds of 300 
Detroiters, a cross-section of the city’s population. 
Made under the direction of Dr. Burleigh B. Gardner 
and associates at Social Research, Inc., Chicago, 
it’s a pioneering effort providing the communica- 

tions field with a tool to help understand the. 
newspapers’ function in the community. 


Self-explanatory cartoon illustrations by John 
Arnold accompany the text. Typical interviews are 
included in the 116 page hard cover plastic pro- 
tected book, with spiral binding to allow for easy 
reading. Eight chapters, indexed, with bibliography. 


$5.50 per copy, postpaid.* 


Address all orders to 
Promotion-Research Department 


Detroit Free Press 


Detroit 31, Michigan 


*Sent gratis, on request, to advertisers and agencies 
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Barnard, Inc. 


“Why hasn't somebody told me about this?” is a common 
Wh question we get from new clients when we're 
talking about their problems. 


’ The answer is that we are mostly so busy 
Hasn’t helping to solve these problems that we don't have 
much time to crow about doing it. 


Further, your special problems need and 

deserve individual attention, plus 
Somebody an application of imagination 

which can only be suggested until you see 

the result in your work. 


In compiling advertising media lists and coverage data, 
marketing information by counties, states or 

special territories, to examine sales and advertising 
performance—there is a quick, convenient and 
accurate answer in The Tanced Statistical Library— 
one special branch of our tabulating services. 


Advertising agencies, publishers, advertisers 

make wide and frequently continuous use of these 
M @ _ services to relieve the burden on their clerical 

departments and to get faster, surer 

delivery of reports. 


Very probably there are a number of places 
About in your business where our help can smooth out 
or speed up operations. 


We can tell you only this much here, but a visit 
° with one of our executives may disclose 
This a great deal more of real value to you; 
and if you will return the coupon, or telephone us, 
one of our men will be happy to serve you. 


this. . . . a review Barnard, Inc. 
would be profitable. 432 Fourth Avenue, New York 16, N. Y. 


Yes, I'd like to know more about what your tabu- 
lating service and Statistical Library can do 


Barnard, inc. 


MURRAY HILL 96250 
COMPLETE 
TABULATING & 
STATISTICAL SERVICE 
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Selected RONALD Books... 


EXPORT-IMPORT BANKING 


The Documents and Financial Operations of Foreign Trade 
WILLIAM S. SHATERIAN, The American Institute for Foreign Trade 


SECOND EDITION. Now thoroughly revised, 
this authoritative textbook continues to 
emphasize the fundamentals of the financial 
operations involved in foreign trade trans- 
actions. Its three parts offer increased, up-to- 
date coverage of procedures and practices of 
foreign trade, the instruments used by both 
merchants and banks, and the operation of 


the three main sections of a bank’s foreign 
department. New chapters deal with the 
latest practices of exporters, importers, and 
banks in financing export-import operations. 
Numerous current documents are illustrated 
and discussed clearly and in detail. 


41 forms, 508 pp. 


MARKETING of AGRICULTURAL PRODUCTS 


MAX E. BRUNK and L. B. DARRAH—both Cornell University 


THIS CLEARLY WRITTEN TEXTBOOK 
builds a practical knowledge of the mechanics 
of marketing farm products on a solid under- 
standing of the economics of production and 
consumption, Throughout, it concentrates on 
those problems which are of direct interest to 
the student of agricultural marketing. Book 
shows how the present system operates, why 
it operates as it does, and how it may be im- 


proved. Amply documented, the book covers 
such topics as: factors affecting consumption 
and supply of farm products; adjustment of 
consumption and supply; marketing agencies, 
channels, and costs; etc. “Well written . . 

will give the student a chance to see the broad 
implications of marketing.”—J. C. GRADY, 
University of Missouri. 129 ills., tables; 419 pp. 


PRICE PRACTICES and PRICE POLICIES 


JULES BACKMAN, New York University 


THIS BOOK of selected writings makes 
available the broad range of information im- 
portant to students in understanding the 
problems of price making. It organizes for the 
first time—in a single volume—the various 
price techniques and policies used in industry, 
agriculture, public utilities, insurance, and 
the professions. Incorporating contributions 
by top economists and other authorities, the 


book emphasizes the economic characteristics 
of industries and products in the determi- 
nation of prices; fully examines governmental 
regulation of business and prices, guaranties 
against cost and price changes. “A wealih of 
pricing materials which (the student) could 
otherwise tap only after much laborious 
library searching."—JOURNAL OF MAR- 
KETING. 

24 ills., tables; 660 pp. 


COOPERATIVE ADVERTISING 


MOSHER STORY HUTCHINS, Cooperative Advertising Consultant; 
former President and Chairman of the Board, Hutchins Adv. Co., Inc. 


DESCRIBES and explains all types of cooper- 
ative advertising, analyzing advantages and 
disadvantages for every major medium. Radio, 
television, newspaper, magazine, direct ad- 
vertising, etc. are discussed, with special em- 
phasis on how both dealer and manufacturer 
can benefit through effective use of modern 
techniques. Book explains standards for 


choosing proper media, building the right 
campaign, timing and coordinating adver- 
tising and promotion, pretesting layouts, and 
planning the dealer's follow-through. “Valu- 
able guide for practically every type of manu- 
facturer-dealer co-op advertising.” —TIDE. 

73 ills., 255 pp- 


RONALD PRESS COMPANY 15 E. 26th St., N.Y. 10 
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ADVERTISING PRINCIPLES AND PROBLEMS 


by JAMES D. SCOTT, University of Michigan 


Here is a book that combines text and case material to accent important 
problems facing advertising management. Fifty-nine cases and 30 short 
problems expose the student to actual situations encountered by executives 
in the field. Some of the high-level problems presented to the student are: 
@ isthe promotion really on the right track? 
@ how can its effectiveness be measured? 


@ what can be done to increase results? 


The author defines the character of each new problem and suggests a num- 
ber of principles for further consideration and analysis. These help the 
student develop his imagination and judgment, important factors in train- 
ing the future advertising executive. 


803 pages 6" 


THE TECHNIQUE OF ADVERTISING PRODUCTION, 2nd Edition 


by THOMAS B. STANLEY 


This edition is a thorough treatment of the planning and preparation of 
printed advertising, from the standpoint of the art and production depart 
ments. Here are but a few of the outstanding features: 
1. Important new developments in production techniques are de- 
scribed and evaluated. Completely up-to-date. 
. Emphasis throughout is on: 
a. What should be done and why. 
b. How to do it economically and effectively. 
. More how-to-do-it treatment than in previous edition. 
4. Profusely illustrated. 


216 pages + 834" x 1134” 


For approval copies 
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“Gotta 


Cut 


says the 
Front Office! *?! 


V4, 


- cot! 


This is 1956—with a brand new set 
of marketing problems. Keener 
competition! No place for old 
methods and inefficiency! Rising 
costs “gotta stop.” 

What the “Front Office” means 
is that there are better methods to 
use and it’s time to explore them. 
Take marketing research tabula- 
tions, for example. Why try to han- 
dle a lot of clerical work in your 
own office when you can turn to 
specialists at STATISTICAL. We 


| 


| 
| 
| 


cov 


know the business—how to code 
and edit—what process to use to 
save the most time and money. 
We've got the latest equipment to 
punch, verify, tabulate, type and 
percentage the results you want— 
accurately and on-time at far less 
cost than you could do it yourself. 
So—when the “Front Office” 
wants action, you'll know the an- 
swer. Turn to the oldest and largest 
independent punched-card tabulat- 
ing organization in the country. 


ct phone wile nant fice! 


sc 


STATISTICAL TABULATING COMPANY 


Established 1933... Michael R. Notaro, President 


CHICAGO 


NEW YORK 
53 W. Jackson Blvd. 


80 Broad St. 


HArrison 7-4500 WHitehall 3-8383 


CLEVELAND 
1367 E. 6th St. 
SUperior 1-8101 


NEWARK 
National-Newark Bldg. 
MArket 3-7636 


ST.LOUIS 
411 N. Tenth St. 
MAin 1-7777 


TABULATING 
CALCULATING 
TYPING 
TEMPORARY OFFICE 
PERSONNEL 
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CHARLES COOLIDGE PARLIN 


HE first full-fledged market research 
in the United States 
was that established by the Curtis Pub- 
lishing Company in 1911. The head of 
this organization for its first 27 years was 
Charles Coolidge Parlin. 

Mr. Parlin was certainly one of the 


earliest pioneers in the infant science of 
marketing and unquestionably the first 
to apply orderly fact finding to.problems 
in the field of advertising. He was born 
in the small village of Broadhead, Wis- 
consin, in 1872. His father, who was a 
buyer and shipper of farm produce, died 
when the boy was eight years old. He ob- 
tained a degree at the University of Wis- 
consin, financing his college education 
partly through his own efforts. While 
there, he was especially active in debat- 
ing and public speaking. He cherished 
the ambition of entering law, but be- 
came a school teacher instead because of 
the need to begin earning a living imme- 
diately upon graduation. 

His invitation from Curtis to under- 
take a new type of activity in business 
came when he was thirty-eight years old 
and serving as a high school principal in 
Wisconsin. The inspiration for this fact- 
finding approach to advertising problems 
and the nomination of Mr. Parlin to 


head it was the inspiration of Stanley 
Latshaw, one of Mr. Parlin’s former high 
school students. 

He began to make history at once in 
his new field of endeavor with the first 
thoroughgoing marketing studies of en- 
tire industries that had ever been made. 
The first of these were his monumental 
study of the farm implement market 
published in 1911 and his department 
store study published in four volumes in 
igi2. Mr. Parlin was one of the first to 
be concerned about the classification of 
goods according to their marketing char- 
acteristics and to provide factual evi- 
dence concerning the distinction between 
shopping goods and convenience goods. 
A third major study was that of the 
young automobile industry published in 
1914, which was very influential in shap- 
ing the marketing and advertising poli 
cies of this industry. 

Mr. Parlin undertook a census of dis- 
tribution in 1920, nine years before the 
first national census of distribution was 
made by the Department of Commerce. 
In this study, he analyzed all cities of 
over 50,000 population and about 45 
minor Cities, estimating their trading 
population and volume of business. 

He developed many concepts and tech 
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niques which, with refinements, are still 
in use today. Among these were the use 
of a buying-power index, city marketing 
maps reflecting purchasing power by 
neighborhoods, the study of consumer 
attitudes and buying habits through 
house-to-house surveys, and methods for 
evaluating magazine circulations. 

Up to the day of his retirement, he 
was very ingenious in devising new meth- 
ods of obtaining market information, 
one of the last studies that he directed 
being his “Dry Waste Survey” in which 
he established some important facts con- 
cerning patterns of food consumption by 
collecting and sorting discarded cartons, 
cans, and bottles from a representative 
sample of families. Throughout his ca- 
reer in marketing, Mr. Parlin was in 
great demand as a public speaker and ex- 
erted a significant influence on the devel- 
opment of both advertising and market- 
ing research. He was honored posthu- 
mously in both fields by election to the 
Advertising Hall of Fame in 1953 and by 
the establishment of the Charles Cool- 
idge Parlin Memorial Award by the Phil- 
adelphia Chapter of the American Mar- 
keting Association in 1945. His counsel 
was often sought by both government 
and business groups. For example, he 


served as a member of a permanent ad- 
visory committee on the marketing stud- 
ies of the Department of Commerce 
when Herbert Hoover was Secretary. He 
represented the position of business and 
the advertising fraternity most effectively 
during the protracted hearings on grade 
labeling before a senatorial committee. 

Outside his active business career, Mr. 
Parlin devoted himself to his family and 
his church and in later years to world 
travel. Mrs. Parlin and all four children 
were musically gifted and the Parlin fam- 
ily orchestra was well known for some 
years in Germantown. Both of his sons 
have realized their father’s ambition in 
making successful careers as lawyers. 

With only limited formal training in 
either economics or statistics, Mr. Par- 
lin developed a shrewd and consistent 
economic philosophy and great practical 
skill as a statistician. 

He was a pioneer not only in market- 
ing research but in the increasing orien- 
tation of management as a whole toward 
the market. Year after year, his countless 
speeches to business groups closed with 
the ringing declaration, ‘the consumer 
is king!” 

WROE ALDERSON 
Alderson & Sessions 
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PRODUCT DIFFERENTIATION AND MARKET 
SEGMENTATION AS ALTERNATIVE 
MARKETING STRATEGIES 


WENDELL R. SMITH 
Alderson & Sessions 


uRING the decade of the 1930's, the 

work of Robinson and Chamberlin 
resulted in a revitalization of economic 
theory. While classical and neoclassical 
theory provided a useful framework for 
economic analysis, the theories of perfect 
competition and pure monopoly had be- 
come inadequate as explanations of the 
contemporary business scene. The theory 
of perfect competition assumes homoge- 
neity among the components of both the 
demand and supply sides of the market, 
but diversity or heterogeneity had come 
to be the rule rather than the exception. 


This analysis reviews major marketing 
strategy alternatives that are available to 
planners and merchandisers of products 
in an environment characterized by im- 
perfect competition. 


Diversity in Supply 


That there is a lack of homogeneity 
or close similarity among the items of- 
fered to the market by individual manu- 
facturers of various products is obvious 
in any variety store, department store, or 
shopping center. In many cases the im- 
pact of this diversity is amplified by ad- 
vertising and promotional! activities. To- 
day's advertising and promotion tends to 
emphasize appeals to selective rather 
than primary buying motives and to 
point out the distinctive or differentiat- 
ing features of the advertiser's product 
or service offer. 

The presence of differences in the sales 
offers made by competing suppliers pro- 


duces a diversity in supply that is incon- 
sistent with the assumptions of earlier 
theory. The reasons for the presence of di- 
versity in specific markets are many and 
include the following: 


1. Variations in the production equipment 
and methods or processes used by differ- 
ent manufacturers of products designed 
for the same or similar uses. 

. Specialized or superior resources en- 
joyed by favorably situated manufac- 
facturers. 

. Unequal progress among competitors in 
design, development, and improvement 
of products. 

. The inability of manufacturers in some 
industries to eliminate product varia- 
tions even through the application of 
quality control techniques. 

. Variations in producers’ estimates of the 
nature of market demand with reference 
to such matters as price sensitivity, color, 
material, or package size. 


Because of these and other factors, 
both planned and uncontrollable differ- 
ences exist in the products of an industry. 
As a result, sellers make different ap- 
peals in support of their marketing ef- 
forts. 


Diversity or Variations in Consumer De- 
mand 


Under present-day conditions of im- 
perfect competition, marketing managers 
are generally responsible for selecting the 
over-all marketing strategy or combina- 
tion of strategies best suited to a firm's 
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requirements at any particular point in 
time. The strategy selected may consist 
of a program designed to bring about the 
convergence of individual market de- 
mands for a variety of products upon a 
single or limited offering to the market. 
This is often accomplished by the 
achievement of product differentiation 
through advertising and promotion. In 
this way, variations in the demands of 
individual consumers are minimized or 
brought into line by means of effective 
use of appealing product claims designed 
to make a satisfactory volume of demand 
converge upon the product or product 
line being promoted. This strategy was 
once believed to be essential as the mar- 
keting counterpart to standardization 
and mass production in manufacturing 
because of the rigidities imposed by pro- 
duction cost considerations. 

In some cases, however, the marketer 
may determine that it is better to accept 
divergent demand as a market character- 
istic and to adjust product lines and mar- 
keting strategy accordingly. This implies 
ability to merchandise to a heterogene- 
ous market by emphasizing the precision 


with which a firm’s products can satisfy . 


the requirements of one or more distin- 
guishable market segments. The strategy 
of product differentiation here gives way 
to marketing programs based upon meas- 
urement and definition of market differ- 
ences. 

Lack of homogeneity on the demand 
side may be based upon different cus- 
toms, desire for variety, or desire for ex- 
clusiveness or may arise from basic dif- 
ferences in user needs. Some divergence 
in demand is the result of shopping errors 
in the market. Not all consumers have 
the desire or the ability to shop in a suf- 
ficiently efficient or rational manner as 
to bring about selection of the most 
needed or most wanted goods or services. 


Diversity on the demand side of the 
market is nothing new to sales manage- 
ment. It has always been accepted as a 


‘fact to be dealt with in industrial mar- 


kets where production to order rather 
than for the market is common. Here, 
however, the loss of precision in the sat- 
isfying of customer requirements that 
would be necessitated by attempts to 
bring about convergence of demand is 
often impractical and, in some cases, im- 
possible. However, even in industrial 
marketing, the strategy of product differ- 
entiation should be considered in cases 
where products are applicable to several 
industries and may have horizontal mar- 
kets of substantial size. 


Long-Term Implications 


While contemporary economic theory 
deals with the nature of product differ- 
entiation and its effects upon the opera- 
tion of the total economy, the alternative 
strategies of product differentiation and 
market segmentation have received less 
attention. Empirical analysis of contem- 
porary marketing activity supports the 
hypothesis that, while product differen- 
tiation and market segmentation are 
closely related (perhaps even insepara- 
ble) concepts, attempts to distinguish be- 
tween these approaches may be produc- 
tive of clarity in theory as well as greater 
precision in the planning of marketing 
operations. Not only do strategies of dif- 
ferentiation and segmentation call for 
differing systems of action at any point in 
time, but the dynamics of markets and 
marketing underscore the importance of 
varying degrees of diversity through time 
and suggest that the rational selection of 
marketing strategies is a requirement for 
the achievement of maximum functional 
effectiveness in the economy as a whole. 

If a rational selection of strategies is 
to be made, an integrated approach to 
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the minimizing of total costs must take 
precedence over separate approaches to 
minimization of production costs on the 
one hand and marketing costs on the 
other. Strategy determination must be 
regarded as an over-all management de- 
cision which will influence and require 
facilitating policies affecting both pro- 
duction and marketing activities. 


Differences Between Strategies of Dif- 
ferentiation and Segmentation 


Product differentiation and market 
segmentation are both consistent with 
the framework of imperfect competi- 
tion.’ In its simplest terms, product dif- 
ferentiation is concerned with the bend- 
ing of demand to the will of supply. It 
is an attempt to shift or to change the 
slope of the demand curve for the market 
offering of an individual supplier. This 
strategy may also be employed bya group 
of suppliers such as a farm cooperative, 
the members of which have agreed to act 
together. It results from the desire to 
establish a kind of equilibrium in the 
market by bringing about adjustment of 
market demand to supply conditions fa- 
vorable to the seller. 

Segmentation is based upon develop- 
ments on the demand side of the market 
and represents a rational and more pre- 
cise adjustment of product and market- 
ing effort to consumer or user require- 
ments. In the language of the economist, 
segmentation is disaggregative in its ef- 
fects and tends to bring about recogni- 
tion of several demand schedules where 
only one was recognized before. 

Attention has been drawn to this area 
of analysis by the increasing number of 
cases in which business problems have 


* Imperfect competition assumes lack of uniform- 
ity in the size and influence of the firms or individ- 
uals that comprise the demand or supply sides of 
a market. 


become soluble by doing something 
about marketing programs and product 
policies that overgeneralize both markets 
and marketing effort. These are situa- 
tions where intensive promotion de- 
signed to differentiate the company’s 
products was not accomplishing its objec- 
tive—cases where failure to recognize 
the reality of market segments was re- 
sulting in loss of market position. 

While successful product differentia- 
tion will result in giving the marketer a 
horizontal share of a broad and general- 
ized market, equally successful applica- 
tion of the strategy of market segmenta- 
tion tends to produce depth of market 
position in the segments that are effec- 
tively defined and penetrated, The dif- 
ferentiator seeks to secure a layer of the 
market cake, whereas one who employs 
market segmentation strives to secure 
one or more wedge-shaped pieces. 

Many examples of market segmenta- 
tion can be cited; the cigarette and auio- 
mobile industries are well-known illus- 
trations. Similar developments exist in 
greater or lesser degree in almost all 
product areas. Recent introduction of a 
refrigerator with no storage compartment 
for frozen foods was in response to the 
distinguishable preferences of the seg- 
ment of the refrigerator market made up 
of home freezer owners whose frozen 
food storage needs had already been met. 

Strategies of segmentation and differ- 
entiation may be employed simultane- 
ously, but more commonly they are ap- 
plied in sequence in response to chang- 
ing market conditions. In one sense, seg- 
mentation is a momentary or short-term 
phenomenon in that effective use of this 
strategy may lead to more formal recog- 
nition of the reality of market segments 
through redefinition of the segments as 
individual markets. Redefinition may re- 
sult in a swing back to differentiation. 
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The literature of both economics and 
marketing abounds in formal definitions 
of product differentiation. From a strat- 
egy viewpoint, product differentiation is 
securing a measure of control over the 
demand for a product by advertising or 
promoting differences between a product 
and the products of competing sellers. 
It is basically the result of sellers’ desires 
to establish firm market positions and/or 
to insulate their businesses against price 
competition. Differentiation tends to be 
characterized by heavy use of advertising 
and promotion and to result in prices 
that are somewhat above the equilibrium 
levels associated with perfectly competi- 
tive market conditions. It may be classi- 
fied as a promotional strategy or ap- 
proach to marketing. 

Market segmentation, on the other 
hand, consists of viewing a heterogeneous 
market (one characterized by divergent 
demand) as a number of smaller homoge- 
neous markets in response to differing 
product preferences among important 
market segments. It is attributable to the 
desires of consumers or users for more 
precise satisfaction of their varying 
wants, Like differentiation, segmenta- 
tion often involves substantial use of ad- 
vertising and promotion. This is to in- 
form market segments of the availability 
of goods or services produced for or pre- 
sented as meeting their needs with pre- 
cision. Under these circumstances, prices 
tend to be somewhat closer to perfectly 
competitive equilibrium. Market seg- 
mentation is essentially a merchandising 
strategy, merchandising being used here 
in its technical sense as representing the 
adjustment of market offerings to con- 
sumer or user requirements. 


The Emergence of the Segmentation 
Strategy 


To a certain extent, market segmenta- 
tion may be regarded as a force in the 


market that will not be denied. It may 
result from trial and error in the sense 
that generalized programs of product 
differentiation may turn out to be ef- 
fective in some segments of the market 
and ineffective in others. Recognition of, 
and intelligent response to, such a situa- 
tion necessarily involves a shift in em- 
phasis. On the other hand, it may develop 
that products involved in marketing 
programs designed for particular market 
segments may achieve a broader accept- 
ance than originally planned, thus re- 
vealing a basis for convergence of de- 
mand and a more generalized marketing 
approach. The challenge to planning 
arises from the importance of determin- 
ing, preferably in advance, the level or 
degree of segmentation that can be ex- 
ploited with profit. 

There appear to be many reasons why 
formal recognition of market segmenta- 
tion as a strategy is beginning to emerge. 
One of the most important of these is de- 
crease in the size of the minimum effi- 
cient producing or manufacturing unit 
required in some product areas. Amer- 
ican industry has also established the 
technical base for product diversity by 
gaining release from some of the rigidi- 
ties imposed by earlier approaches to 
mass production. Hence, there is less 
need today for generalization of markets 
in response to the necessity for long pro- 
duction runs of identical items. 

Present emphasis upon the minimiz- 
ing of marketing costs through self-serv- 
ice and similar developments tends to 
impose a requirement for better adjust- 
ment of products to consumer demand. 
The retailing structure, in its efforts to 
achieve improved efficiency, is providing 
less and less sales push at point of sale. 
This increases the premium placed by 
retailers upon products that are presold 
by their producers and are readily rec- 
ognized by consumers as meeting their 
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requirements as measured by satisfactory 
rates of stock turnover. 

It has been suggested that the present 
level of discretionary buying power is 
productive of sharper shopping compari- 
sons, particularly for items that are above 
the need level. General prosperity also 
creates increased willingness “to pay a 
little more” to get “just what I wanted.” 

Attention to market segmentation has 
also been enhanced by the recent ascend- 
ancy of product competition to a posi- 
tion of great economic importance. An 
expanded array of goods and services is 
competing for the consumer's dollar. 
More specifically, advancing technology 
is creating competition between new and 
traditional materials with reference to 
metals, construction materials, textile 
products, and in many other areas. While 
such competition is confusing and dif- 
ficult to analyze in its early stages, it 
tends to achieve a kind of balance as 
various competing materials find their 
markets of maximum potential as a re- 
sult of recognition of differences in the 
requirements of market segments. 

Many companies are reaching the stage 
in their development where attention to 
market segmentation may be regarded as 
a condition or cost of growth. Their core 
markets have already been developed on 
a generalized basis to the point where ad- 
ditional advertising and selling expendi- 
tures are yielding diminishing returns. 
Attention to smaller or fringe market 
segments, which may have small poten- 
tials individually but are of crucial im- 
portance in the aggregate, may be indi- 
cated. 

Finally, some business firms are be- 
ginning to regard an increasing share of 
their total costs of operation as being 
fixed in character. The higher costs of 
maintaining market position in the chan- 
nels of distribution illustrate this change. 
Total reliance upon a strategy of product 


differentiation under such circumstances 
is undesirable, since market share avail- 
able as a result of such a promotion- 
oriented approach tends to be variable 
over time. Much may hinge, for example, 
upon week-to-week audience ratings of 
the television shows of competitors who 
seck to outdifferentiate each other. Ex- 
ploitation of market segments, which 
provides for greater maximization of con- 
sumer or user satisfactions, tends to build 
a more secure market position and to 
lead to greater over-all stability. While 
traditionally, high fixed costs (regarded 
primarily from the production view- 
point) have created pressures for ex- 
panded sale of standardized items through 
differentiation, the possible shifting of 
certain marketing costs into the fixed 
area of the total cost structure tends to 
minimize this pressure. 


Conclusion 


Success in planning marketing activi- 
ties requires precise utilization of both 
product differentiation and market seg- 
mentation as components of marketing 


strategy. It is fortunate that available 
techniques of marketing research make 
unplanned market exploration largely 
unnecessary. It is the obligation of those 
responsible for sales and marketing ad- 
ministration to keep the strategy mix in 
adjustment with market structure at any 
point in time and to produce in market- 
ing strategy at least as much dynamism as 
is present in the market. The ability of 
business to plan in this way is dependent 
upon the maintenance of a flow of mar- 
ket information that can be provided by 
marketing research as well as the full uti- 
lization of available techniques of cost 
accounting and cost analysis. 

Cost information iscritical because the 
upper limit to which market segmenta- 
tion can be carried is largely defined by 
production cost considerations. There is 
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a limit to which diversity in market of- 
ferings can be carried without driving 
production costs beyond practical limits. 
Similarly, the employment of product 
differentiation as a strategy tends to be 
restricted by the achievement of levels of 
marketing cost that are untenable. These 
cost factors tend to define the limits of 
the zone within which the employment 
of marketing strategies or a strategy mix 
dictated by the nature of the market is 
permissive. 

It should be emphasized that while we 
have here been concerned with the differ- 


ences between product differentiation 
and market segmentation as marketing 
strategies, they are closely related con- 
cepts in the setting of an imperfectly com- 
petitive market. The differences have 
been highlighted in the interest of en- 
hancing clarity in theory and precision 
in practice. The emergence of market 
segmentation as a strategy once again 
provides evidence of the consumer's pre- 
eminence in the contemporary American 
economy and the richness of the rewards 
that can result from the application of 
science to marketing problems. 


GROCERY CHAIN STORE PRICES— 
A CASE STUDY 


WERNER Z. HIRSCH?! 
Washington University, St. Louis, Missouri 


oks the family food basket of wage 
D earners and salaried workers cost 
significantly more if bought in a store that 
belongs to one type of grocery chain 
rather than another or if bought in an 
independent grocery store? Do size of the 
parent organization and food prices go 
hand in hand? If so, which type of store 
gives the consumer more for his food dol- 
lar and how much more? Are food prices 
uniformly and consistently higher in par- 
ticular types of grocery establishments? 
Are food prices significantly more rigid 
in one type of grocery establishment than 
another? Does the food dollar spent on 
week ends do extra duty? 

These are some of the problems studied 
in 1953-54 in St. Louis, Missouri, in rela- 
tion to five retail grocery establishments: 
members of a national chain, sectional 
chain, local chain, and voluntary chain 
and an independent grocery store. While 
previous studies have compared food 
prices in chain and independent stores, 
this study also emphasizes the difference 
between various types of chain stores. The 
results of this study are based on statistical 
inferences from a sample food basket and 
are supplemented by analyses of g food 
groups and 45 individual food items. 


THE INDUSTRY 


With personal consumption expendi- 
tures in 1954 totaling $234 billion, the 
American public spent $36.5 billion, or 


* The author would like to express his apprecia 
tion to Professor Robert Ferber of the University 
of Illinois for helpful comments on the statistical 
procedures of this study and to Mrs. Mary Hockel 
for assisting in the computations. 


about 16 per cent, in retail food stores.” 
About 362,000 grocery stores were com- 
peting for the consumer's dollar.® ‘To put 
it differently, there was about one grocery 
store for every 440 persons. 

In order to appraise the importance of 
the retail food industry, one might note 
that in 1952 the families of urban wage 
earners and clerical workers were esti- 
mated to have spent an average of 27.4 
per cent of their budget on food con- 
sumed at home.* Food was the most im- 
portant item in the budget of these 40 
per cent of all families, or two thirds of 
all urban families in the United States. 

Over the last fifteen years, the number 
of grocery stores has been slowly deciin- 
ing. In 1939, there were 387,337; in 1949, 
377.939; and in 1954, about 362,600 gro 
cery stores in operation, While the num- 
ber of stores has been going down, the 
number of large stores or supermarkets 
has been steadily increasing from 5,000 
with a business volume of $1.5 billion in 
1939 to 18,845 with a business volume of 
$18.2 billion in 1954. In 1954 these super 
markets (which are defined as grocery 
stores selling more than $375,000 a year) 
accounted for 52 per cent of grocery sales, 
while they constituted only 5 per cent of 
all grocery stores.® 

There has been a movement toward 

7A. ©. Nielson Company, The Nielson Report, 
1954 (Chicago, 1954), p. 6. 

*Standard and Poor, “Retail Trade,” Standard & 
Poor's Industry Surveys, Rc B (New York, 1055), 
PP. 1-9. 

*U. S. Department of Labor, Bureau of Labor 
Statistics, Economic Forces in the U. 8. A. (Wash- 


ington, D. C., 1954), pP- 39- 
* Standard and Poor, op. cit. 
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larger stores, affording more efficient op- 
eration. The annual sales volume per su- 
permarket in 1954 was $965,700 and there 
are indications that at present stores with 
about $1 million annual sales offer opti- 
mum operating efficiency. 

In recent years, chain stores have 
gained in importance. While in 1950 
chains with four or more stores under one 
ownership accounted for 36 per cent of 
the dollar volume of the retail food indus- 
try, this percentage had increased by 1954 
to 41 per cent.® 

From the viewpoint of ownership pat- 
tern and size, the U. S. Department of 
Commerce classifies chains according to 
their sales territory. “A chain is said to 
be local if the majority of its stores are lo- 
cated in and around one city; a chain is 
sectional if its various units are confined 
to a single section of the country; and a 
national chain has stores throughout the 
country.’ Of these three types of corpo- 
rate chains, usually the national ones are 
largest, the sectional ones come next, fol- 
lowed by the local chains. About 3 per 
cent of retail establishments, accounting 
for about 11 per cent of retail grocery 
sales, are local chains. ‘They usually oper- 
ate two to fifty branches. The sectional 
chains accounted for less than 1 per cent 
of all establishments and for about 3 per 
cent of all sales in between 50 and 500 
branches. About 4 per cent of all stores 
are members of national chains, account- 
ing for almost 25 per cent of sales. Some 
of them operate thousands of branches, 
accounting for billions of dollars of an- 
nual sales. About g2 per cent of all estab- 
lishments are single-store operations sell- 
ing about 59 per cent of all groceries. Of 
this group, a little less than one half the 
volume is accounted for by unaffiliated 
independent stores, while slightly more 

* Ibid, p. 7. 


'U. S. Department of Commerce, Chain Stores, 
B.S.B. 86, December 1954, p. 1. 


than one half is sold by voluntary chains.* 
A voluntary chain is composed of a group 
of retailers who, while maintaining inde- 
pendence of ownership, unite in their 
purchasing. As such, they tend to have an 
advantage over the unaffiliated independ- 
ent in that they benefit from large-scale 
buying. Their buying operation often is 
of the same magnitude as that of a local 
or even a sectional chain, but their selling 
operation, of course, is not. Thus, in 
terms of size, national food chains take 
first place and are followed by sectional 
chains, local chains, members of volun- 
tary chains, and independent stores in 
this order. 


THE PROBLEM AND METHOD OF INQUIRY 


In the past, studies of related questions 
have relied on two main research meth- 
ods. The vast majority priced a select 
number of food items in a select number 
of chains and independent stores and 
made simple price comparisons.* Two 
studies, both by Paul D. Converse, priced 
the same food basket (exclusive of fresh 
meat) in about 95 per cent of the stores in 
the community and then compared the 
prices of the food basket procured in the 
different types of grocery establishment.’® 

For the purposes of this study, a slightly 
different procedure was used. Like the 
work of Converse, this study is based on 
the realization that it would not be 


*U. S. Census of Business, 1948, vols. 1 and VI; 
and Lady Hall and J. Knapp, “Numbers of Shops 
and Productivity in Retail Distribution,” The Eco 
nomic Journal, vol. 65, no. 257, March 1955, pp- 
72-88. 

* For an example, see Einer Bjorklund and James 
Palmer, “A Study of the Prices of Chain and Inde- 
pendent Grocers in Chicago,” University of Chicago 
Studies in Business Administration, vol. 1, no. 4. 

” Paul D. Converse, Prices and Services of Chain 
and Independent Stores in Champaign-Urbana, Il 
linois (The National Association of Teachers of 
Marketing and Advertising, no. 4, 1931); and “Prices 
and Service of Chain and Independent Stores in 
Champaign-Urbana, 1937," THE JOURNAL OF MARKET- 
inc, vol. II, no. 4 (January 1938). 
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enough to make simple food-price com- 
parisons. Food-basket comparisons were 
aimed at; the question was, whose food 
basket the study should be concerned 
with. Since about two thirds of the city 
population of the United States falls into 
the category of families of urban wage 
earners and clerical workers and since the 
United States Bureau of Labor Statistics 
has done much recent work on designing 
a representative food basket for this 
group, the choice was an obvious one. 
With the work of the Bureau of Labor 
Statistics taken as a basis, minor changes 
were made in the composition and 
weighting system in the Bureau of Labor 
Statistics’ food basket so as to make it 
more representative for the St. Louis area 
and also in order to have 45 food items 
represent all food purchases.'' The brand, 
quality, and pack of each of the items were 
carefully specified. For seven of the nine 
product groups, these specifications ap- 
peared to offer the best method of assur- 
ing comparability. Thus, for instance, in 
the dairy group we priced one pound of 
Velveeta cheese, or in the cereal group 
one pound of River rice, or in the frozen 
food group one six-ounce can of Birdseye 
frozen orange juice, etc. In the produce 
and meat groups, such standardization 
was absent. Fortunately, all stores carried 
government-graded meat and we were 
able to carefully define meat items, for 
example, one pound of choice sirloin 
steak. Insofar as bacon and sausage were 
concerned, we priced the same brand and 
grade in all stores. In the vegetable group, 
we relied on experienced and careful 
" The food basket used by the Bureau of Labor 
Statistics is based on a nationwide survey of the 
spending habits of more than 8,000 families of wage 
earners and clerical workers in cities. These data 
were collected in 1950 and were adjusted by the Bu- 
reau to reflect changes in spending habits that oc- 
curred between 1950 and 1952. The changes that 
were made for the purposes of this study are based 


on a sample survey made by the author, the results 
of which are as yet unpublished. 


graders. Before we settled on the prod- 
ucts, using as a guide the list of items of 
the Bureau of Labor Statistics’ food bas- 
ket, we had visited all stores a number of 
times making sure that each one carried 
all the items selected by us for inclusion 
in the food basket. 

Thus, the criterion for the specification 
of the 45 food items was that the items 
come as close as possible to being identical 
brandwise in all five stores. To meet this 
criterion, we had to use national brands. 
We fully realize that not infrequently 
private brands offer food of a quality 
equal to that of the national brand and at 
a lower price. Private brands were least 
common in the independent store and 
most common in the national chain. A 
recent study at the University of Illinois 
found that national chains often sell the 
same quality of canned goods under the 
packer’s and their own brand name." In 
such cases, the chain's brand is sold at the 
lower price. To the extent that this con- 
dition also holds in the five stores of this 
study, consumers buying in the national 
chain could have bought food baskets of 
identical quality at even greater savings 
than is indicated in this study. 

It was decided to price the food basket 
in five stores, each of which belonged to 
a different category. Only one store of 
each type could be included in the study 
because we were interested in comparing 
prices in a compact and competitive mar- 
ket. If we had chosen more stores of each 
type, we would have run into monopo- 
listic elements favorable to one store or 
another and the comparability of the re- 
sults would have been sacrificed. 

The stores had to fulfill the following 
requirements: (1) be situated in a section 
of the metropolitan area predominantly 

" Robert H. Cole, Lloyd M. DeBoer, Richard D. 
Millican, and Nugent Wedding, Manufacturer and 


Distributor Brands, University of Ilinois Bulletin 
No. 80 (Urbana, 1955), 10g pp. 
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occupied by families of wage earners and 
clerical workers whose average income 
after taxes in 1952 was about $4,200; (2) 
be close to one another so as to constitute 
as perfect as possible a market; (3) be of 
about equal size with an annual sales vol- 
ume of around $1 million;’* and (4) be 
representative of their type of grocery 
firm. 

With these four criteria in mind, six 
contiguous census tracts located in the St. 
Louis metropolitan area were selected. 
These six tracts are occupied predomi- 
nantly by wage earners and salaried work- 
ers and their 1952 median income after 
taxes was about $4,200. The roughly 17,- 
000 families of these six tracts procured 
most of their groceries in stores along one 


main street of ten city blocks, approximat- - 


ing almost perfect market conditions. 
There is reason to believe that in the 
selection of the five stores, the study came 
as close as possible to picking representa- 
tive firms. Marshall's criteria—that the 
firm “has had a fairly long life, and fair 
success .. . is managed with normal 
ability and . . . has normal access to the 
economies, external and internal, which 
belong to that aggregate volume’’—were 
used in the selection.’* On that basis, 
then, one representative national, sec- 
tional, local, and voluntary chain together 
with one independent store were selected. 
As to the other criteria, all five stores 
are located on a main street ten blocks 
long along which a reasonably homoge- 
neous population did virtually all their 
grocery shopping. Each of these five stores 
did more advertising in local newspapers 
than any other store in the group. All five 
stores rated about equally in terms of 
" About $1 million-a-year sales was used as a cri- 
terion, since that was the sales volume of the aver- 
age supermarket in the United States. The precise 
figure for 1953 was $916,900 and for 1954—$965,700. 


" Alfred Marshall, Principles of Economics (Lon- 
don, MacMillan Company, 1930), p. 325. 


store layout, parking facilities, etc. None 
of them offered credit facilities. The main 
difference between them was in the sales 
volume of the parent organization and 
the form and extent of its integration. In 
addition, the member of the voluntary 
chain and the independent firm differed 
in that the first cooperated with hundreds 
of other members in purchasing supplies, 
while the second purchased independ- 
ently. 

Under such circumstances, one might 
be tempted to expect about equal prices 
in all stores. This is not true though, since 
there remain a number of monopolistic 
elements in this market. The voluntary 
chain member and the independent firm 
might attract customers on the basis of 
their personal service and the personal re- 
lation between owner and customer. 
Some customers might be attracted by the 
delivery service which the independent 
firm makes available for a nominal fee 
regardless of the size of the purchase. The 
most important factor, however, could be 
consumer ignorance. In spite of the com- 
pactness of this market and advertising, 
customers may not be too well informed 
about the relative prices of the various 
stores. As a matter of fact, they may not 
care much about minor price differences. 
In an economy exemplified by high levels 
of employment and income, nonprice 
considerations may come into the fore. 

Once these five stores had been selected 
and found to carry the specified items, the 
45 items of the food basket were priced 
twice a week for ten successive weeks. Be- 
tween October 30, 1953 and January 6, 
1954, the food basket was priced once 
every Monday, Tuesday, or Wednesday 
and once every Thursday, Friday, or Sat- 
urday of each of the ten weeks, a total of 
twenty times. Pricing in the early part 
and late part of the week fulfilled a dual 
objective. Particularly because of the uni- 


GROCERY CHAIN STORE PRICES—A CASE STUDY 13 


versal habit of grocery stores to advertise 
“week-end specials” for Thursday, Fri- 
day, and Saturday, there has been created 
a general belief that shopping on week 
ends makes the food dollar of the family 
go further than if shopping is done early 
in the week. Thus, it was one of the ob- 
jectives of this study to test the hypothesis 
that a food dollar spent during the latter 
part of the week bought more than one 
spent early in the week. Another reason 
for pricing twice a week was that it was 
thought desirable that virtually no price 
change occurring in the five stores during 
the ten-week period should go unnoticed. 


THE DATA 


Before examining the findings, it is im- 
portant to reflect on the nature of the data 
in relation to the objective of the study. 
By and large, it is not the objective of this 
study to make inferences beyond those 
concerning prices charged by the five es- 
tablishments during the period October 
30, 1953 to January 6, 1954. Even within 
this framework, a number of sampling 
problems must be considered. 

Since during these ten weeks virtually 
no price changes by the five stores escaped 
this survey, all temporal sampling aspects 
can be neglected. Thus, for instance, the 
price of any one commodity when av- 
eraged over the ten-week period can be 
treated as a parameter. Simple compari- 
sons could be made of such parameters 
pertaining to different stores. Only when 
the objective is to make inferences about 
larger groups—for example, all voluntary 
chains and local chains in the six tracts— 
is it necessary to test for the significance of 
differences between mean prices in the 
two stores belonging to these two groups. 

The story is quite different when av- 
erage prices charged ‘by the five stores for 
the same food basket or food group are 
compared. Such a comparison involves 


further sampling dimensions. For in- 
stance, fresh fruits and vegetables as a 
group are represented by a sample of nine 
items. Thus, the average price of this food 
group in the study is a sample mean. 
Moreover, it is a weighted sample mean, 
with the weights themselves based on 
sample information. (The weights were 
first obtained by sampling about 8,000 
families.) Thus, the average price of a 
food group or food basket in this study is 
affected by two sources of sample varia- 
tion. Fortunately, the standard errors of 
the weights are very small. For this reason, 
it is possible to benefit from the conven- 
ience of treating these weights as devoid 
of errors. They will be treated very much 
like known constants. Consequently, but 
one source of sampling variation remains. 
This assumption must be kept in mind 
throughout this study, particularly in 
cases where significance tests produce re- 
sults lying on the border line between 


acceptance and rejection of a null hy- 
pothesis. 


FINDINGS 
Food-Basket Prices 


The prices of the 45 food items were 
weighted by their relative importance, 
and the 20 readings for each store were 
averaged. 

In Table I these prices of the food bas- 
ket, averaged over a ten-week period, are 
summarized by type and sales volume of 
the parent establishment. 

In recognition of the sampling aspects 
of the data, it is necessary to test whether 
these average prices are significantly dif- 
ferent from one another. An analysis of 
variance, using a level of significance of 5, 
per cent (or even of 1 per cent), reveals 
that the five stores sold the identical food 
basket for significantly different prices."® 

” The data produced an F value of 47.9 at a time 


when the critical F value for 4 degrees of freedom 
between samples and gs degrees of freedom within 
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ANNUAL SALES VOLUME AND Prices or Foop BasKet DirFERENT Types OF CHAIN AND 
INDEPENDENT StorEs, St. Louis, 1953-54 


1954 Sales Volume 
of Parent Organt- 


ishment zation 


T 
Esta 


million dollars 


Number of 
Branches 


National chain 
Sectional chain 
Local chain 
Voluntary chain 
Independent 


more than 1,000 


thousands 
hundreds 
5 
385* 
1 


* $30 million sales volume and 385 branches refer to the membership of the voluntary chain. Insofar as 
sales are concerned, the member of the voluntary chain has a sales volume of slightly below $1 million and 


operated but a single store. 


The food dollar went farthest in the na- 
tional chain, next in order came the local 
chain, then the sectional chain, the mem- 
ber of a voluntary chain, and last the in- 
dependent.’® 

Insofar as these sample data are con- 
cerned, the food collar went about 10 per 
cent farther in the voluntary chain, 11 
per cent in the sectional chain, 12 per cent 
in the local chain, ard 19 per cent farther 
in the national chain than it did in the 
independent store. The national chain 
was about 8 per cent less expensive than 
the next lowest store, the local chain. The 
differences between the other three chains 
were quite small, about 1 per cent each. 


Are Food Items Uniformly Less Expen- 
sive? 


Although the national chain had been 
found to be the least expensive of all 
chains insofar as the entire food basket 
was concerned, there remains the possibil- 
ity that some other establishment offers 
price advantages in respect to certain food 


samples is 2.5 for a 5-per cent level of significance 
and 4.5 for a 1-per cent level of significance. 

“In this sentence and in the rest of this paper, 
“national chain,” “local chain,” etc., will be used 
for sake of brevity to connote the store belonging to 
a national chain, the store belonging to a local 
chain, etc. This is not to be construed as an infer- 
ence from one member to the chain as a whole. 


items. For instance, Millican and Rogers 
had found in their 1953 Champaign- 
Urbana study that “chain stores tended 
to have the lowest prices for poultry, 
fruits and vegetables, and IGA (voluntary 
chain) and independent stores tended to 
have the lowest prices for meat.” And they 
concluded that “the heralded advan- 
tages of the chain store bulk purchasing 
practices continued to be in evidence 
primarily for fruits and vegetables—not, 
however, for meat, another item pur- 
chased in bulk.’?? On the other hand, 
Converse had found in 1937 in Cham- 
paign-Urbana while pricing nine food 
groups, excluding fresh meat, that the 
chains were less expensive in all nine 
groups.’* However, he had made no sig- 
nificance tests. 

Thus, there are examples where a cer- 
tain firm, although charging in general 
lower prices than its competitors, is more 
expensive in some items than the others 
are. If such a pattern should prevail, con- 
sumers could benefit from buying certain 
groups of food items in one store and 
others in a second. It is granted that dif- 

"Richard Millican and Ramona J. Rogers, 
“Price Variability of Non-Branded Food Items 
Among Food Stores in Champaign-Urbana,” THE 


JOURNAL OF MARKETING, vol. XVIII, no. 3 (January 


1954), Pp. 283-84. 
* Converse, op. cit., p. 194. 


14 
Price of 
ly Food 
| 
dollars 
89.25 
500 98.40 
10 97.26 
30° 99.56 
110.41 
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Taste II 
Prices or Foop Groups in DiFFERENT Tyres OF CHAIN AND INDEPENDENT Stores, St. Louts, 1953-54 


Ranking of Type of Establishment by Prices* 


Commodity Group 


Second 
Lowest 


Second 
Highest 


1. Meat 


II. Dairy 
products 


III. Poultry 


IV. Cereals 


V. Fresh fruit 
and vegetables 


VI. Canned fruits 
and vegetables 


VII. Frozen food 


VIII. Dried fruits 


1X. Miscellaneous 


* I stands for independent stores; 
V stands for member of voluntary chain; 
S stands for member of sectional chain; 
L stands for member of local chain; and 
N stands for member of national chain. 


ferences would have to be substantial and 
encompass many items before many con- 
sumers would consider splitting up their 
grocery shopping. 

While there were apparently signifi- 
cant differences in the price of the food 
basket bought in these five establishments 
between October 30, 1953 and January 
6, 1954, it is still possible that some groups 
of food or individual food items do not 
follow this pattern. 

To learn how uniformly the different 
establishments charge low or high prices 
for the various items they sell, price com- 
parisons were made for the g food groups 
into which food had been classified as well 
as for the 45 individual items. Prices were 


averaged over the ten-week period and 
analyses of variance were made. 

In ‘Table II the prices of the nine food 
groups in each of the five establishments, 
averaged over the ten-week period, are 
summarized. Unless stores are separated 
by full vertical lines in the table, their 
prices were not significantly different.” 
The mean prices of each of the nine food 
groups were lowest in the national chain; 
in all but one instance they were highest 
in the independent establishment. The 
local chain took second place five out of 
nine times, sharing this spot another three 
times with one or two other establish- 


“For the analysis of variance, an a of of was 
used. 


L 

25.48 25.74 
L Vv S 

18.35 18.52 18.91 
L S V 

11.00 11.23 11.24 
L Vv 

13.58 14.05 
L 

11.82 12.26 

L Vv 
6.42 

1.35 1.45 1.47 1.54 
L V 

80 80 83 
L 

8.32 8.65 8.68 
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ments, and sharing third place once with 
the voluntary chain. The sectional chain 
occupied the number three spot three 
times and shared it five times with one or 
two other stores. Once it took second 
place. The voluntary chain held the num- 
ber four spot four times, another four 
times it held this rank with one or two 
other stores, and once it took fifth place. 

In order to make it easier to discern 
the over-all relative position of the vari- 
ous types of stores, a weighing system was 
relied on. The establishment with the 
significantly lowest price carried a weight 
of 5, second lowest price meant a 4, and 
so on. If two establishments jointly 
charged the lowest prices, each was given 
a weight of (5 +-4)/2 or 4.5. Or, in case 
all establishments charged prices which 
were not significantly different one from 
the other, each would have been given a 
weight of (5 + 4+ 3+ 2+ 1)/5 or 3. 
Using this scoring system, Table II can 
be summarized in the following way: 


score 


45-0 
28.0 
20.0 
10.0 


. National chain 

. Sectional chain 
3. Local chain 

. Voluntary chain 

. Independent 


The ranking by the price of food 
groups is, thus, fully consistent with that 
by food-basket prices. 

A similar conclusion emerges if the 
prices of the individual 45, food items are 
compared. Should one be interested in 
only these 45 items and treat their mean 
prices as parameters, no significance tests 
are called for. Using the same scoring 
system as before, the results can be sum- 
marized in the following fashion: 
score 
209.5 
130.5, 
122.0 

65-5 


. National chain 
. Sectional chain 
. Local chain 

. Voluntary chain 
. Independent 


If the data are treated, however, as sam- 
ple data, significance tests are needed. 
‘Table III represents the results of such 
an analysis, indicating that prices of mem- 
bers of two different chains were signifi- 
cantly different. 

On the basis of analyses of variance 
and the same scoring system, the results 
are as follows: 


score 
212.5, 
125.5 
154.0 
122.0 


54.0 

The relative position of the five éstab- 
lishments is, thus, the same regardless of 
whether the prices of the food basket, of 
9 food groups, or of 45 individual food 
items are used as criteria. In a sense, each 
of these tests has reinforced the other, and 
—since they all produce consistent results 
—the findings can be accepted with a sub- 
stantial degree of confidence. 

Insofar as the relationship between 
price and firm size is concerned, the local 
chain occupies a place that is perhaps 
somewhat unexpected. In this case study, 
the lowest price went hand in hand with 
the largest sales volume. The smallest 
sales volume was associated with the high- 
est set of prices. Yet, the price-firm size 
relationship is not a stable one. The 
smaller volume of the local chain pro- 
duced lower prices than the larger vol- 
ume of the sectional chain. 


. National chain 

. Sectional chain 
3. Local chain 

. Voluntary chain 

. Independent 


Are Food-Basket Prices Consistently Less 
Expensive? 

In addition to comparing food prices 
averaged over the ten-week period, it is of 
interest to examine the individual prices 
for which the food basket sold each of the 
20 times it was priced. For this purpose, 
Figure I has been constructed. On the 
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left-hand side of this chart, the food- ments are recorded for the 20 times that 
basket prices of each of the five establish- prices were collected. On the right-hand 


Taare Ill 


Prices or 45 INpivipuat Items in DirFERENT Tyres or CHAINS AND INDEPENDENT Stores, 
St. Louis, 1953-54 


Ranking of Type of Establishment by Prices* 


Second Second 
Lowest Highest 


Vv 


< 


Evaporated milk 
Fluid milk 
Chickens 

Eggs 

Bread 
Crackers 

Corn flakes 
Macaroni 

Rice 

Oats 

Flour 

Apples 
Oranges 
Grapefruit 
Grapes 
Cabbage 
Carrots 
Onions 
Potatoes 
Tomatoes 
Pineapple juice 
Peaches 

Pears 

Corn 

Peas 

Pork and beans 
Frozen peas 
Frozen corn 
Strawberries 
Orange juice 
Prunes 

Raisins 
Oleomargarine 
Salad oil 

Sugar 

Spry and Crisco 
Peanut butter 
Coffee 

Corn syrup‘ 
Tea 


. 


‘ 


. 


* Notations are the same as in Table II. 
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MEAN 
VALUE 


‘ 
‘ 
; \ 
‘ 

\ 

‘ 


‘ 


\ 


‘ 
‘ 
' 
‘ 
! 


LEGEND 


National Chain 


1234567 89 10 It 12 18 
side, the average prices of Table I are 
portrayed. 

In every instance, the national chain 
was associated with the lowest and the in- 
dependent the highest prices. The local, 
sectional, and voluntary chains did not 
always hold the same ranking. In all but 
two instances, the local chain took second 
place; in all but five instances, the re- 
gional chain took third place; in all but 
three instances, the voluntary chain took 
fourth place. 

To learn more about the consistency 
with which the various establishments 
ranked, a rank correlation coefficient was 
calculated. It turned out to be + 1.0 for 
each of the five establishments and is 
highly significant.” 

” To find the rank correlation coefficient, the rank 
of each establishment was recorded for the 20 times 


the food basket had been priced. This actual rank- 
ing of an establishment was then compared with the 


14 15 16 


17 18 19 20 


This rank correlation test confirms the 
earlier observation that the ranking of 
these five establishments was highly con- 
sistent. Over time, the national, local, sec- 
tional, and voluntary chains (in that 
order) took places one, two, three, and 
four and were followed by the independ- 
ent, which held place five. 


ideal situation in which the store was assumed to 
have consistently held the rank that it had averaged 
over the entire period. For instance, it was found 
that on the average the local chain had charged a 
significantly higher price than the national chain, 
yet a significantly lower price than any of the other 
three stores. Thus, it holds, on the average, rank 2 
and in the ideal case would have held this position 
all 20 times the food basket was priced. This ideal 
ranking was compared with the actual ranking, in 
which case the local chain took second place 18 
times and third place twice. The rank correlation 
coefficient turned out to be +- 1.0. Since for a sam- 
ple of size 20 a positive rank correlation coefficient 
is significant for an c of .os if it is larger than + .399 
and for an c of .o1 if 7 is larger than + .564, the cal- 
culated rank correlation is highly significant. 


18 
$ 
115 
\ 
‘ 
A 
\ \ \ / | 
\ / \ ‘ 
\ ‘ ‘ 
105 7 
” Local Chain 
Voluntary Chain 
|_| 
0 
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Rank correlation coefficients were cal- 
culated also for all g food groups and all 
45 food items. In all cases the ranking was 
found to be significant, which testifies 
to a very high consistency in the relative 
position of the five stores.2" Thus, what- 
ever rank a sture held in Tables I and II 
can be assumed to be the store’s consistent 
ranking. 


Price Rigidity 

Consumers (and economists) are inter- 
ested not only in prices but also in the 
flexibility or rigidity of prices. To better 
evaluate our data from this point of view, 
it may be well to remember that the pe- 
riod from October 30, 1953 to January 
6, 1954 was one during which the Bureau 
of Labor Statistics’ Consumer Price In- 
dex as well as the Wholesale Price Index 
did not change much. Not only were these 
ten weeks a period of stable prices, but 
they had been preceded and were fol- 
lowed by periods of relative stability. 
There can be little doubt that in such a 
period the consumers’ well-being is en- 
hanced if the price changes on the whole- 
sale level are rapidly reflected on the retail 
level. 

With this criterion in mind, the prices 
of the 45, food items were tested as to their 
relative rigidity. The relative frequency 
with which the prices of a given commod- 
ity in one of the five establishments 
changed was calculated and interstore 
comparisons were made. Using the same 
scoring system as before, the ranking, in- 
sofar as price flexibility is concerned, was 
as follows: 
score 
170.0 
155-0 
149-5 
104.5 

97-5 


™In no case was the rank correlation coefficient 
smaller than + 9. 


Voluntary chain 
Independent chain 
National chain 
Local chain 
Sectional chain 


In interpreting these results, cogni- 
zance must be taken of the fact that there 
are at least two main forces making for 
price changes. On the one hand, a price 
change on the retail level can be an ad- 
justment to wholesale price changes. On 
the other hand, the price change can be 
made within the general framework of 
the firm's policy to advertise loss leaders 
in order to attract customers. If both 
sources of price flexibility are treated to- 
gether, it can be concluded that late in 
1953 and early in 1954, the greatest price 
flexibility was found in the smaller firms. 
The sectional chain had the most rigid 
price policy. 

Economic theory asserts that monopoly 
power tends to find its expression in more 
rigid prices. Since not infrequently mo- 
nopoly power is related to the size of the 
firm, the smaller the firm, the more flex- 
ible are prices and the larger the firm, the 
more rigid are prices. Except for the na- 
tional chain, which in this study occupies 
an intermediate position, these findings 
are consistent with conventional eco- 
nomic theory.” 


Do Dollars Spent Late in the Week Go 
Further? 


If the weekly sales pattern of grocery 
stores is any indication, most customers 
seem to be convinced that prices are lower 
late in the week. It is, therefore, of con- 
siderable interest to test the hypothesis 
that in the ten weeks under discussion 
during 1953-54 a significant difference 
existed in the five stores between early- 
and late-week prices or that the food dol- 
lar spent late in the week bought more. 

In Table IV the early-week prices of 
the food basket, averaged over the ten- 

"It is quite likely that the national chain re- 
duced the prices of a larger number of items for 
advertising purposes than any other firm. If this 
assumption is true, the national chain would have 


adjusted its prices less frequently to wholesale price 
changes than the above data tend to indicate. 
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Price or Foop BASKET (AND SIGNIFICANCE OF DIFFERENCE) BOUGHT IN THE EARLY AND 
LATE PART OF THE WEEK, St. Louis, 1953-54 


Price in Early 
Part of Week 


yee of 


dollars 


Difference 
Significant 
ata5-Fer Cent Level 
of Significance 


Price in Late 


Part of Week 


1. National chain 
2. Sectional chain 
3. Local chain 
4. Voluntary chain 
5. Independent 


89.34 
98.46 
97.09 
99 48 
111.37 


89.16 Nil 
98.35 Nil 
97.43 Nil 
99.65 Nil 
109.47 Nil 


week period, and the late-week prices av- 
eraged over the same period are presented 
for the five establishments. A significance 
test, using a 5-per cent level of signifi- 
cance, was made and revealed that be- 
tween October 30, 1953 and January 
6, 1954 in all five establishments the food- 
basket price was not significantly higher 
early in the week. 

There is still the possibility that certain 
groups of food, not the entire food basket, 
might be available at lower prices if 
bought late in the week. To test this hy- 
pothesis, significance tests for each of the 
nine food groups were made for all five 
establishments. No significant differences 
could be discovered, whether the group of 
foods was bought early or late in the week. 
Thus, apparently food dollars expended 
on the days when week-end specials were 
advertised did not buy more. 

This conclusion may be somewhat un- 
expected and appear inconsistent with the 
prevailing opinion on the matter. It is, 
therefore, appropriate to examine the is- 
sue more Closely. 

While many stores have two-page ad- 
vertisements of ‘week-end specials,” the 
items advertised constitute but a smal! 
fraction of all the items carried by the 
store and which enter the food basket of 
any particular family. In adition, of the 
items advertised, many are advertised at 
their regular prices. Manufacturers en- 
courage such advertising. While these 


points give reason to believe that late- 
week shopping offers but small advan- 
tages, there are at least two additional 
considerations which would make even 
such small savings disappear. 

Many stores have set aside one day of 
the week when they change their prices. 
Thus, for instance, one national chain in 
St. Louis changes its prices on Mondays. 
The prices which are advertised later in 
the week are by and large already in exist- 
ence when they are advertised. This sys- 
tem offers the store the convenience that 
when on Thursday customers look for the 
advertised prices, they can find them al- 
ready marked on the merchandise. There 
are other stores that change their prices 
on Tuesdays or Wednesdays and thus 
keep their lower prices beyond the week 
end. 

Many grocery stores in the St. Louis 
area have been advertising early in the 
week especially low prices on a relatively 
small number of items, perhaps ten to 
twenty on the average, keeping these low 
prices in force only Monday through 
Wednesday. By this method, these stores 
have attempted to attract business for the 
relatively slow first half of the week. 

In brief, the conclusion of this study— 
that in the five grocery establishments in- 
vestigated in 1953-54, food dollars spent 
late in the week did not go further—be- 
gins to appear logical in view of these con- 
siderations. The large-scale advertising 
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TABLE V 


1937 1938 1954 


1931 1932 1933 


1929 


Cities 1930 


1934 


10.0 
10.0 


Albuquerque, N. M. 
Athens, Ga. 


Champaign-Urbana, III. 11.5 6.5 


Chicago, III. 10.0-12.1 
Detroit, Mich. 

Durham, N.C. 

Five New York cities 

Lexington, Ky. 

London, Ont. 

Memphis, Tenn. 

New York City 

St. Louis, Mo. 

St. Paul-Minneapolis 

Washington, D.C. 6.8 


6.7 


8.1-21.2 1.0 


Source: Edward A. Duddy and David A. Revzan, Marketing: An Institutional Approach, 2nd ed. (New 


York: McGraw-Hill Book Company, 1953), p. 204. 


concentrated in the latter part of the week 
appears to have given many people the 
impression that they do better by defer- 
ring their purchases to the end of the 
week. This could be an erroneous impres- 
sion. There are, of course, a number of 
reasons other than price which will in- 
duce people to shop for groceries late in 
the week. But many people who defer 
their shopping in order to get better buys 
may well be operating under an illusion. 


OTHER PRICE STUDIES 


Between 1929 and 1938, a number of 
empirical studies were made in various 
cities of the United States comparing the 
prices of chains with those of independ. 
ents. Millican and Rogers also addressed 
themselves to this problem in 1953.” 
Only Paul D. Converse in his two Cham- 
paign-Urbana, Illinois, studies compared 
voluntary chains on the one hand with 
chains (sectional and national) on the 
other. Unfortunately, his voluntary 
chains were in fact independents.** 

* Millican and Rogers, op. cit. 

*In this connection, he states: “The voluntaries 
appear to be very closely organized, carrying on very 
few activities in common. Strictly speaking, they 
probably should not be classified as voluntaries but 
they gave themselves this designation.” Converse, 
op. cit., pp. 194-95. 


Bjorklund and Palmer had found in 1930 
that: “Chain stores were underselling 
cash-and-carry independents . . . about 
nine per cent. Chains were underselling 
service independents . . . about 12 per 
cent. Cash-and-carry independents were 
underselling service independents . . . 
about 2.5 per 

It may be of interest to compare the 
prices charged by independents and 
chains in a number of published studies 
with the results of this study. For the pur- 
pose of comparison, the food-basket prices 
of the three types of corporate chains on 
the one hand and those of the voluntary 
chain and the independent on the other 
hand have been averaged. Using simple 
averages, the price of the food basket in 
the chains was $94.97 as against $104.98 
in independents. The food dollar in the 
chain went about 9.5 per cent farther than 
did that spent in an independent. This re- 
sult is not much different from the results 
that are presented in Table V, a summary 
of some other studies. These studies 
might have found much larger differences 
if, instead of comparing chains with in- 
dependents, they had compared certain 
types of chains with independents. 


* Bjorklund and Palmer, op. cit., p. 14. 


SuMMARY OF VARIOUS STUDIES COMPARING PRICES CHARGED BY CHAINS AND INDEPENDENTS, 1929-1954 
11.0 
10.0 7.9 
13.6 
8.5 
9.5 
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CONCLUSIONS 


The objective of this study was to learn 
more about the prices charged by five dif- 
ferent retail grocery establishments com- 
peting in what appears to have all the 
characteristics of a highly competitive 
market. Before summarizing the conclu- 
sions, it is proper to recall the limitations 
of the method employed. This paper sum- 
marizes merely the findings of a case study 
which covered a reasonably homogeneous 
section of the ninth largest metropolitan 
area of the United States. The 17,000 
families of the section are predominantly 
families of clerical workers and wage 
earners with 1952 income, after taxes, 
about equal to that of the average family 
of this category all over the United States. 
The five establishments are located along 
a main street ten blocks long where these 
families buy most of their groceries. The 
study covers the period October 30, 1953 
to January 6, 1954. Identical brands are 
priced and compared and only indirectly 
can allowance be made for the price ef- 
fects of private brands of equal quality to 
the national brands covered in this study. 
The comparison was made under close-to- 
perfect market conditions, where the dif- 
ferent types of establishments were 
actively competing with one another. No 
inference can be made as to how the prices 
of a sole store in a community would com- 
pare depending on whether this store 
were an independent, voluntary, or, let 
us say, national chain. 

With these limitations in mind, the 
following conclusions suggest themselves: 

1. The food dollar of a typical wage 
earner’s or clerical worker's family went 
substantially farther in the national chain 
establishment than in the stores belong- 
ing to the other three chains. Dollars 
spent in the national chain store on any 
day of the ten-week period bought con- 
sistently and uniformly more than in any 


other store. On the average, the food dol- 
lar went about 8 per cent farther in the 
national chain store than in the local 
chain, about g per cent farther than in the 
sectional chain, about 10 per cent farther 
than in the voluntary chain, and about 19 
per cent farther than in the independent. 

2. The ranking of the five retail gro- 
cery establishments was consistent over 
the ten-week period, regardless of whether 
food basket, g food groups, or 45 individ- 
ual food items were used as the basis for 
comparison. 

3. There was not much of a difference 
in the prices of local, sectional, and vol- 
untary chain members. In this case study, 
the defense of the independent retailer 
joining a voluntary purchasing agreement 
and through it benefiting from increased 
volume of purchases appears to have been 
successful. The voluntary chain member 
was made competitive with sectional and 
local chains, which are much larger opera- 
tions. 

4. While the member of the largest es- 
tablishment charged the lowest prices and 
that of the smallest the highest ones, the 
picture between these extremes is blurred. 
As a result, it must be concluded that the 
price-firm size relationship in this case 
study did not turn out to be a consistent 
and stable one. 

5. That five stores, all located along a 
main street ten city blocks long, should 
sell a food basket at such substantially dif- 
ferent prices is a rather unexpected re- 
sult. It is not readily reconciled with the 
concept of a perfect market, or, more cor- 
rectly, it raises doubts as to whether the 
retail food industry ever meets the con- 
ditions of a perfect market. Lack of 
knowledge on behalf of consumers and 
perhaps also a lessened price conscious- 
ness in a period of high levels of employ- 
ment and income may help explain the 
wide differences in food prices prevailing 
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in a compact shopping area. The large 
difference between the prices of the local 
chain and independent store is of particu- 
lar interest, since these two establishments 
faced one another along the same street. 
They were only the width of the street 
apart. 

6. Price flexibility over the ten-week 
period was greatest in the member of the 
voluntary chain, independent chain, na- 
tional chain, local chain, and sectional 
chain store in this order. This finding is 
consistent with economic theory which 
points to a high negative correlation be- 
tween price flexibility and monopoly 
power. 

7. There was no evidence that food 
dollars spent late in the week, when the 
newspapers carry large “week-end spe- 
cials” advertisements, buy more than 
those spent early in the week. 

8. The 9.5-per cent price advantage of 
the three corporate chain establishments 


over the voluntary chain member plus an 
independent store are by and large con- 
sistent with comparisons of this sort made 
by other studies in other communities. 
The findings of this study can be con- 
sidered in light of the argument which 
giant food retailers have been advancing 


when the economic and social desirability 
of their bigness has been questioned. The 
argument commonly runs somewhat as 
follows: 


The great size of organizations such as 
A & P, Safeway Stores, and Kroger Company 
permits a more efficient operation resulting 
in lower costs, which in turn are passed on 
to consumers in the form of lower prices. 
The larger the company, the lower the 
prices it can offer its customers. Large-scale 
operations can admittedly enhance the eco- 
nomic power of the company. However, in 
the grocery industry, this power is not great; 
and, if exercised, it is used solely to accord 
consumers the lowest possible prices.** 


This thesis—that great size of operation 
means lower prices to consumers—appears 
fully consistent with this case study. But 
we should not forget that in this case 
study, we had many grocery stores along a 
ten-block main street actively competing 
with one another. These giants may have 
a low price policy in competitive areas 
and a high price policy elsewhere. 


* For a more detailed discussion of this point, see 
Werner Z. Hirsch and Dow Votaw, “Giant Grocery 
Retailing and the Antitrust Laws,” The Journal 
of Business of the University of Chicago, vol. 25, 
NO. 1, 1952, pp. 1°17. 


CONSUMER EXPENDITURES FOR SERVICES 
IN THE UNITED STATES' 


ROBERT FERBER 
University of Illinois 


OMPARED to the attention given to 
Cc consumer expenditures on durable 
and nondurable goods, relatively little 
study has been made of consumer ex- 
penditures for services. Those studies 
that have been made are largely by-prod- 
ucts of other, broader investigations and 
have not gone into the matter of trends 
in service expenditures or factors influ- 
encing them with any great detail.? In 
view of this fact and in view of the grow- 
ing importance of service expenditures 
in theconsumer budget, the present study 
of the subject has been undertaken. The 
objective of the present article is to ex- 
amine the growth in total service ex- 
penditures, and by major components, in 
the United States both absolutely and in 
relation to income and other consumer 
expenditures. At the same time, it seeks 
to ascertain the extent to which price 
movements were responsible for the in- 
crease in service expenditures and, more 
generally, some indication of the forces 


* Based in part on a paper given by the author at 
the Conference on Consumption and Economic De- 
velopment of the Universities- National Bureau Com 
mittee for Economic Research, October 1955. The 
writer would like to thank Ruth Mack for many 
helpful suggestions and George Ruiz and Fadil 
Zuwaylif of the Bureau of Economic and Business 
Research of the University of Illinois for assistance 
with the statistical analysis. 

*Such as 8S. Kuznets, Gross National Product Since 
1869, National Bureau of Economic Research, 1946, 
Part Il; and W. H. Lough, High-Level Consump 
tion (New York: McGraw-Hill Book Company, 1935). 
Kuznets’ main concern was to derive decade 
estimates of service expenditures for 1869-1919 
which could be incorporated in his gross national 
product accounts. Lough’s interest was in services as 
part of the general framework of consumers’ ex- 
penditures. 
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underlying the growth in these expendi- 
tures. Such information is useful not 
only for historical purposes but also for 
gauging possible future trends in this 
area. 

The definition of service expenditures 
employed in this study is generally the 
same as that of the U.S. Department of 
Commerce in its national income esti- 
mates, namely, the market value of the 
purchases of services by individuals and 
nonprofit institutions, including the 
value of services received in kind such as 
the rental value of owner-occupied dwell- 
ings. 

The growth in service expenditures is 
best considered in two parts, namely, 
growth prior to 1929 and growth from 
1929 to the current time. The reason for 
this division is not so much that 1929 
possesses any particular significance with 
respect tothe long-run movement in serv- 
ice expenditures but rather that the data 
available on this subject are much more 
sketchy prior to this date than thereafter. 
Hence, examination of changes in the 
major components of service expendi- 
tures is feasible only for years beginning 
with 1929. 


SERVICE EXPENDITURES PRIOR TO 1929 

Although estimates of consumer ex- 
penditures on services for years prior to 
1929 are fragmentary, it seems clear that 
such expenditures rose more than pro- 
portionately to the rise in total consumer 
expenditures between, at least, 1870 and 
1929. According to Kuznets’ estimates of 
services and other consumer expendi- 
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tures,® consumer outlays for services in- 
creased nearly fifteenfold between the 
decades 1869-1878 and 1919-1928 while 
total consumer outlays were increasing a 
little over elevenfold (all at current 
prices). As a result, the share of services 
in total consumer expenditures rose from 
26.2 per cent in 1869-1878 to 34.3 per 
cent in 1919-1928,‘ as shown in Figure 1. 

If comparable data were available for 
years prior to 1870, it is not unlikely that 
they would indicate still less relative ex- 
penditures for services in earlier years 
than in 1870. This is based partly on the 
fact that, with the possible exceptions of 
housing and of medical care, most serv- 
ice items are not in the nature of necessi- 
ties of life and partly on the fact that the 
economy in its earlier years was much 
more heavily agricultural. Kuznets’ com- 
pilations of budget data show that for 
1870-1885, as for other periods, the share 
of service expenditures was smaller for 
low-income urban consumers than for 
all urban consumers and was consider- 
ably smaller for rural farm consumers 
than for either of these other two groups.® 

It is also pretty evident that the growth 
in service expenditures and in their im- 
portance in the consumer budget were 
not uniform—certainly nowhere near the 
fairly regular growth pattern exhibited 
in Figure 1. The fact that the data plotted 
for the period prior to 1929 refer to over- 
lapping decade averages tends to impart 
a misleading impression of stability, al- 
though it is to counteract this tendency 


* Kuznets, op. cit. 

* Data for this peried have to be treated with con- 
siderable caution, however, for most of the estimates 
relating to the nineteenth century had to be based, 
at times, on fragmentary evidence compiled from 
occasional surveys, the comparability of which could 
not be established too well. Notwithstanding the 
high quality of the work that went into the con- 
struction of the estimates, they are, of course, no 
better than the data on which they are based. 
Kuznets, op. cit., p. 199. 


that the distinctive manner of plotting 
shown in Figure 1 has been employed. 
Comparable annual estimates for 1919- 
1928 and five-year estimates for 1909- 
1914 and 1914-1918, shown by the dotted 
lines in Figure 1, indicate considerable 
variability in the share that service ex- 
penditures comprised of total consumer 
expenditures.® 

Another major source of variability in 
the outlays on, and in the share of, serv- 
ice expenditures lies in the heteroge- 
neous composition of such expenditures, 
which include such items as clothing (in- 
cluding shoes) and jewelry repairs, per- 
sonal care, housing, domestic service, 
medical care, personal business, user-op- 
erated transportation, recreation, and ed- 
ucation. The extent to which fluctua- 
tions in service expenditures vary by 
category cannot be investigated in much 
detail here because breakdowns of serv- 
ice expenditures for 1869-1929 are pro- 
vided only for “rents” (excluding im- 
puted rent of owner-occupied housing) 
and for “other services.” Even this 
breakdown is significant, however, as is 
brought out by Figure 2. 

Panel A of this chart shows that ex- 
penditures per capita for “other services” 
rose at a somewhat greater rate between 
1869-1878 and 1919-1928 than did per- 
capita expenditures on rents. This is not 
surprising to the extent that rent is 
largely a necessity expenditure, whereas 
most of the “other services” are more on 


* However, these particular five-year estimates may 
exaggerate the actual fluctuations in this share in 
other periods because of the influence of World 
War I on conditions at that time. One might ask 
at this point why five-year estimates were not de- 
rived from the decade averages, a transformation 
that is easily carried out in view of the overlapping 
nature of the decade figutes. This was not done 
because prior experimentation with the national 
product estimates some years ago revealed that the 
validity of estimates obtained in this manner was 
doubtful. 
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‘ Taste I 
INDICES Of ANNUAL SERVICE Per Decape aT CURRENT AND 
AT CONSTANT Prices, 1869-1878 To 1919-1928 
(1869-1878 = 100) 


Rents 


Other services Total services 


Decade Current prices 1929 prices 


Current prices 


Current prices 1929 prices 


1929 prices 


1869-1878 
1874-1883 
1879-1888 
1884-1893 
1889-1898 
1894-1903 
1899-1908 
1904-1913 
1909-1918 
1914-1923 
1919-1928 


905 
1,281 


* Not available. 


Source: S. Kuznets, Gross National Product Since 1869, National Bureau of Economic Research, 1946, 


Part II], p. 144. 


the luxury side.? With the growth in the 
economy, expenditures for “other serv- 
ices’ exhibited greater increases and 
lesser decreases than expenditures on 
“rents,” as is shown in the right-hand 
panel of Figure 2. This growth was of 
such magnitude that, contrary to what 
one might expect, there is little indica- 
tion that expenditures on the necessity 
item of “‘rents’” were relatively more im- 
portant than expenditures for “other 
services’ during periods of depression. 
What effect have price fluctuations 
had on the growth of service expendi- 
tures during this period? This is a diffi- 
cult question to answer because informa- 
tion on the price movements of service 
items over this period is available only 
for rents. Data on the price movements 
of other services are so sparse that in his 
estimates of service expenditures at con- 
stant prices for this period, Kuznets sim- 
ply assumed that prices of services other 


"Part of the increase shown may be due to the ex- 
clusion of rent of owner-occupied houses and hence 
spurious. With the long-term shift toward urban 
areas and, at least during this period, probably 
more toward rental housing, expenditures on rent 
would be affected considerably. 


than rents varied in accordance with the 
price fluctuations of consumer goods. To 
the extent that such a correspondence 
did exist, it does appear that only a small 
portion of the growth in service expendi- 
tures during the latter part of the nine- 
teenth century is due to price increases. 
Until 1909-1918, price movements seem 
to have been of little consequence in the 
expansion of service expenditures. The 
price inflation of 1918-1920, however, 
produced a sharp rise in the prices of 
consumer goods, and during the 1920's 
these prices moved up somewhat further. 
As a result, price increases contributed 
substantially to the upward movement 
of service expenditures during this pe- 
riod, as shown in Table I. At the same 
time, however, the real value of con- 
sumer outlays on services also continued 
to rise, increasing over 50 per cent dur- 
ing the 1920's. The share of services in 
total consumer expenditures rose sharply 
during this period, whether calculated in 
constant or in current prices.* 


*The corresponding proportions in 1929 prices 
are 32.6 per cent for 1909-1918 and 36.1 per cent for 
1919-1928; in current prices, they are 31.4 per cent 
in 1909-1918 and $4.3 per cent in 1919-1928. 
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100 100 100 100 100 100 

128 130 131 152 130 140 

155 156 161 209 158 180 

171 171 181 252 176 208 

187 185 200 303 193 238 

241 234 257 396 249 307 

351 328 371 520 362 415 

491 434 516 650 504 532 

496 740 742 666 607 

1,127 1,021 748 

1,648 1,473 950 
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FIGURE 3 


SERVICE EXPENDITURES IN RELATION TO TOTAL 
CONSUMPTION EXPENDITURES IN CURRENT 
PRICES AND IN CONSTANT PRICES, 1929-55 


SHARE OF SERVICES 
50 


1935-1939 DOLLARS 


SERVICE EXPENDITURES, 1929-1954 


General Trends 


Between 1929 and 1954, dollar out- 
lays for services increased along with the 
growth of other consumer expenditures, 
with the exception of the depression 
years in the early 1930's. However, con- 
trary to the trend in previous decades, 
the share of services in the total declined 
during most of this period, turning up- 
ward again only in the years following 
World War II. As is shown in Figure 3, 
the share of services in total expenditures 
increased initially from 40.1 per cent in 
1929 to 46.2 per cent in 1932, housing 
being (as we shall see later) the main 
cause of this rise. From 1932 on, the 


* These figures are at current prices; at constant 
prices, the figures are, however, essentially the same. 


share of services declined fairly steadily 
to a low of just under 30 per cent in 1947, 
although the amount spent on service ex- 
penditures rose substantially in both cur- 
rent and constant prices. In the late 
1940's and early 1950's, service expendi- 
tures once more began to increase faster 
than other consumer expenditures and 
by 1954 the share of services had moved 
up to 36.5 per cent. 

In view of the heterogeneous composi- 
tion of service expenditures, it is not 
surprising to find that the trends of ex- 
penditures on particular types of services 


The figures are not comparable with those for ear- 
lier years derived from the Kuznets estimates. Aside 
from the fact that imputed rent of owner-occupied 
dwellings is excluded from the Kuznets estimates 
of service expenditures, the latter series is notice- 
ably lower than the Department of Commerce es- 
timates for the overlapping years, 1929-1938. 
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RELATIVE IMPORTANCE OF DIFFERENT TyPrs or Services, 1929 ann 1954 


Com ponent 


Choingein 


1929 1954 relative share 


Housing 

Personal business. . 

Household utilities and related services. . . 
Medical care 

Recreation 
User-operated transportation 
Purchased transportation 

Clothing and jewelry services. ...... 
Religious and welfare activities. . 
Domestic service. . . 

Private education and research . 
Personal care 


Percent 


3 
1: 
1 
1 


3 


Notions Supplement to Survey Current 1954. 


differed substantially among each other 
during this period and led to noticeable 
shifts in the relative importance of differ- 
ent types of services. Housing and per- 
sonal business, though still comprising 
nearly half of all service expenditures, 
declined in importance between 1929 and 
1954 (Table II), the reduction in per- 
sonal business expenditures being at- 
tributable largely to the decline in secu- 
rity speculation (brokerage fees mainly) 
since 1929. The growing use of appli- 
ances and the rising cost of domestic serv- 
ice have greatly increased the magnitude 
of expenditures on utilities while the 
relative importance of domestic service 
has declined sharply. In a similar fashion, 
the trend toward car ownership accentu- 
ated by the postwar prosperity has raised 
substantially the importance of such car 
services as lubricating, repairs, and wash- 
ing (user-operated transportation) while 
reducing the relative importance of pur- 
chased transportation. Reflecting higher 
costs as well as prosperity has been the in- 
creased attention given to medical care 
and private education. 

It deserves to be emphasized that the 


declines noted above are only relative. 
As is evident from Figure 4, dollar out- 
lays (per capita) on almost all services 
increased between 1929 and 1954, most 
categories declining from 1929 to 1933 
and moving upward since, with only a 
slight interruption in 1937- 38. The ex- 
tent of these movements is shown in 
Table III. Although most service expend- 
itures declined sharply during the de- 
pression, the table indicates that house- 
hold utilities and related services (such 
as furnishings, cleaning, and repairs) 
declined hardly at all and that expendi- 
tures on private education and on re- 
ligious and welfare activities declined 
relatively little. As one might expect, 
domestic service expenditures and for- 
eign travel suffered the largest drops. 
More interesting is the fact that expendi- 
tures on such essentials as housing and 
medical care dropped sharply too, though 
not as much as total service expenditures. 
Price changes probably account for much 
of this decline. Housing and medical care 
prices undoubtedly fell off sharply dur- 
ing the depression, whereas rates on 
household utilities did not. Comparison 


30 
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CHANGE IN Per-Capita SERVICE EXPENDITURES BY COMPONENTS AND IN 
Tota CONSUMPTION EXPENDITURES, CURRENT Prices, 1929-1954 


Component 


Decline from 1929-1933 


Increase from 1933-1954 


Percent Rank Per cent ‘Rank 


User-operated transportation 

Private education and research 

Medical care 

Clothing and jewelry services 

Foreign travel* = 
Household utilities and related services 


Religious and welfare activities 
Purchased transportation 
Personal business 


510 
312 
293 
292 
257 
253 
235 
202 
193 
190 
189 
163 
112 
222 
295 


* Includes only foreign travel expenditures by United States residents. Expenditures by foreigners in the 
United States are not deducted from this figure, as is the case in the national income accounts. 
Source: Computed from data in 1954 National Income Supplement. 


of the rent price indices with utility rates 
during these years confirms this point.’® 

Outlays for all categories of services 
listed in Table III rose substantially be- 
tween 1933 and 1954. However, consid- 
erable differences are evident in the ex- 
tent of increase by individual categories, 
varying from 510 per cent for user-op- 
erated transportation to 112 per cent for 
personal business. It is noteworthy that 
the second largest increase has been in 
expenditures for private education and 
research. The effect of these differences 
in the rates of increase was to alter ap- 
preciably the relative importance of the 
categories in total service expenditures, 
as noted in Table II. 

One other significant point evident 
from Table III is that there is little re- 
lationship between the extent of decline 


*It is also not unlikely that housing expendi- 
tures, as estimated by the U.S. Department of Com- 
merce, were actually much lower in 1933 than 
indicated. This is because of the inclusion in this 
series of imputed rent on owner-occupied dwelling 
units. The actual rents that might have been ob- 
tained on owner-occupied homes might well have 
been considerably overestimated by the owners. 


in per-capita expenditures for a particu- 
lar class of services during the depression 
and the amount of subsequent increase. 
This may reflect on the lack of validity of 
the necessity-luxury distinction as ap- 
plied to services, for one would expect 
outlays on items that are primarily neces- 
sities to decline in depression and rise in 
prosperity less than outlays on items 
largely in the luxury class, that is, the 
changes should be positively correlated. 
Although this inference is subject to sev- 
eral qualifications, not the least of which 
is the possible effect of interactions be- 
tween cyclical and secular influences, it 
is nevertheless noteworthy that little cor- 
relation is evident between the rankings 
of the changes shown in Table III and 
that, in fact, the rank correlation coeffi- 
cient comes out to be just about zero. 
There are, to be true, some exceptions— 
clothing and jewelry services, recreation, 
religious and welfare activities—but 
there are also as many striking excep 
tions in the other direction (namely, 
private education, household utilities, 
and purchased transportation). Although 
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| Figure 4 

Service Expenditures Per Capita by Major Components 
Current Prices, 1929-54 


CURRENT DOLLARS PER CAPITA 


TOTAL CONSUMPTION EXPENDITURES . 


Source: National income Supplement, 1954, and Survey of Current Business, July 1955, Table 30, 
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Tasie IV 
ALLOCATION OF INCREASE IN Per-Capita DoLLaR OuTLays For SERVICES 


BETWEEN Prick EFFECTS AND INCREASED CONSUMPTION, 1935-1954 


Per cent increase 
in dollar outlays, 
1935-1954 


= 
Proportion of increase attributable to 


Price movements Increased consumption 
(1) (2) ; 


User-operated transportation 

Private education and research 

Clothing and jewelry services. . . 
Medical care . 
Household utilities and related services. . 
Housing 

Religious and welfare activities... . 
Personal business . 

Foreign travel 

Recreation 


Purchased transportation . 
Personal! care 


300 
239 
247 


205 


209 
229 


Percent 
52.2 
80.0 
67.4 
59.8 
21.4 
56.1 
93.2 
59.6 
65.2" 
77.4 
120.4 
66.7 
108.8 
69.3 
71.8 


233 


192 
192 
188 
143 
138 
132 


® 1935 to 1953. 
Sources: 
Col. 1: 
Cols. 2 and 3: Author's estimates. 


fluctuations in outlays for each type of 
service are explainable in terms of the 
distinctive set of forces affecting that 
group,"! the fact remains that there does 
not seem to be any single, simple ex- 
planation for the nature of these fluctua- 
tions. 


Price Effects 

How are these observations modified 
when price movements are taken into 
account? To answer this and related 
questions involving prices, each of the 
major components of service expendi- 
tures was deflated for 1935-1954 with the 


"Thus, private education expenditures fell rela- 
tively little during the depression because many of 
those who otherwise would have been working 
elected to remain longer in school rather than be 
unemployed, whereas the subsequent sharp rise is 
due partly to prosperity, paradoxically enough, and 
partly to increased emphasis on higher education; 
welfare expenditures declined very little in the de- 
pression because of the intensified attempts by 
agencies in the area to alleviate human suffering, 
whereas in prosperity such needs are not as severe; 
etc. 


National Income Supplement to Survey of Current Business, 1954. 


aid of breakdowns of the Consumers’ 
Price Index and other price informa- 
tion.'? Estimates of the extent to which 
increases in per-capita dollar outlays 
were due to price effects and the ex- 
tent to which they represent increased 
amounts of services consumed are pro- 
vided in Table IV. These data lead us to 
the following deductions: 


1. The magnitude of the price increases 
that took place during this period was 


* The breakdowns and other relevant information 
are not available prior to 1935. The price indices 
compiled for 1935 and thereafter, besides being in 
some cases in the nature of only very rough ap- 
proximations (the methods employed are available 
on request), represent in fact a lot of wasted effort 
because similar indices have already been compiled 
by the Office of Business Economics of the US. De- 
partment of Commerce on the basis, presumably, 
of more complete information. However, the Office 
of Business Economics refused to release either the 
indices or much of the information used in their 
compilation. By contrast, the Cost of Living Divi- 
sion of the Bureau of Labor Statistics was extremely 
helpful in making available price data for this 
study, some of it unpublished. 
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FIGURE 5 


INCREASE IN PRICE OF SELECTED SERVICES 


1935-54 


> Domestic Service 


Personal Care 


= Religious and Welfare 
Private Education 


Recreation 

All Consumption 

All Services 

Clothing 

Foreign Travel 
Purchased Transp. 
Medical Care 

User-Operated Transp. 
Personal Business 

Housing 


je Household Utilities 


clearly substantial. On the average, 
more than two thirds of the rise in 
dollar outlays per capita for services 
between 1935 and 1954 was due to 
price increases and only a third to in- 
creased “quantities” of services pur- 
chased. It is noteworthy, however, that 
price increases were of greater impor- 
tance in accounting for the increase in 
dollar outlays for goods than in ac- 
counting for the rise in service expend- 
itures. ‘The increase in the quantity of 
services purchased has been about the 
same as that of consumer goods. 

. The change in the price of different 
services was by no means uniform, as 


1954 


is evident from Figure 5. ‘The propor- 
tion of the increase in dollar outlays 
attributable to price movements varied 
from 100 per cent or more for two 
groups of services to 21 per cent for 
household utilities. In the case of do- 
mestic service and personal care, price 
increases accounted for all or more of 
the rise in expenditures for these 
items.'* At the other end of the scale, 


“This makes no allowance, of course, for pos- 
sible changes in the distribution of expenditures 
within each category or for any improvements in 
the quality of the services rendered that may have 
taken place, such as the increased range of colors in 
which ladies may have their hair dyed... . 
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there is the small relative effect of 
prices on the increase in expenditures 
for household utilities. It is curious to 
note that as a general rule price in- 
creases were most important for those 
items on which dollar outlays had risen 
the least, which may be due to a high 
elasticity of demand for these services 
with respect to price. 


SUMMARY 


Until about 1929, outlays for services 
increased more rapidly than did expendi- 
tures for consumer goods, such outlays 
rising fifteenfold (at current prices) dur- 
ing the half century between 1869-1878 
and 1919-1928. Between 1929 and 1954, 
however, service expenditures did not 
rise as much at current prices as did ex- 
penditures on goods, the decline during 
the depression years (1929-1933) being 
less, but the ensuing upswing from 1933 
to 1954 also being less. Hence, contrary 
to what seems to be the popular belief, 
the share of services in total expenditures 
declined during the past two decades, 
falling to a low of just under go per cent 
in 1947. In the past few years the share 
has begun to increase again, but even in 
1954 the share of services in total ex- 
penditures (36.5 per cent) was well be- 
low the 40.1 per-cent share in 1929. 

Price movements were not of much 
importance in the rise in service expend- 
itures prior to the 1940's with the excep- 
tion of the sharp inflation in 1919-20. 
However, the bulk (70 per cent) of the 
increase in aggregate service expendi- 
tures between 1933 and 1954 was attribu- 
table to price increases. 

Not only have the various components 
of services exhibited markedly different 


growth trends between 1935 and 1954, 
but the extent to which price movements 
have influenced this growth has also var- 
ied substantially by item. The greatest 
increases in ‘dollar outlays during this 
period have been for user-operated trans- 
portation, private education and_ re- 
search, and clothing and jewelry services, 
while at the other end of the scale ex- 
penditures for purchased transportation 
and personal care rose the least. Price 
movements have been most instrumental 
in the case of personal care and domestic 
service, accounting for all or more than 
all of the increased outlays for these serv- 
ices between 1935 and 1954. 

To a large extent, the growth in serv- 
ice expenditures in recent years and the 
change in relative importance of differ- 
ent types of services can be attributed to 
three factors—the trend toward home 
ownership, the growing desire for private 
means of transportation, and the growth 
in the types and variety of appliances 
(including television).’* Underlying all 
of these is, of course, the postwar pros- 
perity. Additional growth in the impor- 
tance of services in our economy would 
seem to depend strongly on continued 
prosperity and further improvement in 
standards of living. 

An interesting possibility suggested by 
this analysis is that there is likely to be 
little relationship between the increase 
in expenditures for particular services in 
prosperity and the amount of decline in 
a subsequent recession. 


“ This point is brought out neatly by Morris Co- 
hen in “Spending for Services,” The Business Rec- 
ord, National Industrial Conference Board, Septem- 
ber 1955. PP- $39°35- 


MARKETING OF HOUSEBUILDING MATERIALS 


REAVIS COX and CHARLES S. GOODMAN 
University of Pennsylvania 


THE NATURE OF THE PROBLEM 
A Problem in Logistics 


HE physical substance of a house is a 
T pie of materials assembled from 
widely scattered sources. They undergo 
different kinds and degrees of processing 
in large numbers of places, require many 
types of handling over periods that vary 
greatly in length, and use the services 
of a multitude of people organized into 
many different sorts of business entity. 


The marketing of housebuilding ma-. 


terials may therefore be viewed as a vast 
exercise in logistics. For any given house, 
the parts of the process must be well 
enough performed and coordinated so 
that in the end all the separate pieces 
come together, These pieces must arrive 
at reasonably acceptable times, in a toler- 
able sequence, and at bearable prices 
upon the particular small piece of ground 
where a builder and his contractors com- 
bine them into a house some consumer 
can be induced to buy or rent. 


"Reavis Cox and Charles §. Goodman, Channels 
and Flows in the Marketing of House-Building Ma- 
terials, Philadelphia: 1954, 3 vols., mimeographed. 

The research and studies forming the basis for 
this report were performed pursuant to a contract 
with the Office of the Administrator, Housing and 
Home Finance Agency, authorized by Title IIL of 
the Housing Act of 1948, as amended. The sub- 
stance of such research and studies is dedicated to 
the public. It is understood that the accuracy of 
statements or interpretations contained herein is 
solely the responsibility of the authors and pub- 
lisher. Much of the field work was done by the 
following colleagues of the authors at the Uni- 
versity of Pennsylvania: Martin L. Bell, Donald F. 
Blankertz, Stanley C. Hollander, William T. Kelley, 
and Milton W. Ross. (Mr. Ross is now on the 
staff of the Sun Oil Company.) Edward T. Paxton 
of the Housing and Home Finance Agency gave in- 
valuable aid at all stages of the project from 
planning to final revision of the report. 
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Although the problem thus stated 
looks impossibly formidable, it is in fact 
solved over and over again as new houses 
go up in their millions. So often is it 
solved, and with such apparent ease, that 
we come to take the solution for granted 
and to forget how much effort and in- 
genuity have gone into it. Yet, we need 
to look at it analytically now and again, 
asking ourselves such questions as: Has 
this problem of assembling the materials 
of a house really been solved effectively? 
Does every part of the work done con- 
tribute to the end sought rather than im- 
pede it? Could the end result be achieved 
with the expenditure of fewer resources? 

The study we have summarized in this 
article undertook to answer such ques- 
tions as these for a carefully selected il- 
lustrative house constructed by an op- 
erative builder in the Philadelphia area.’ 
What we discovered, we believe, will in- 
terest students of marketing both for the 
substance of its findings and as an experi- 
ment in research methodology. 


Measuring the Real Work Done in the 
Complete Channel 


Anyone who ponders the matter will 
soon conclude that answers to these ques- 
tions, if they are to be meaningful, must 
have at least two characteristics: (1) 
They must be stated in terms of real 
costsand products rather than in nominal 
monetary terms. (2) They must apply 
to complete channels rather than to such 
fragments of the whole as particular en- 
terprises, industries, trades, or places. 

‘That simple monetary estimates stand- 
ing by themselves are not enough for 
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present purposes is no doubt self-evident. 
Efficiency is a relation between work 
done and results achieved. For some pur- 
poses, money expenditures and revenues 
may serve well enough as input-output 
ratios. There are many situations, how- 
ever, that require more direct compari- 
sons of effort expended with results pro- 
duced. Here, a search must be made for 
measures of work done other than money 
spent and measures of results achieved 
other than gross or net revenue obtained. 

The need for analyzing the complete 
channel rather than some assortment of 
its constituent parts derives from the al- 
most limitless number of combinations 
and sequences in which particular mar- 
keting processes can be passed around 
among places, agencies, and times. Two 
illustrations will serve to show how com- 
plex the assortments of choices are. One 
concerns millwork; the other, warm-air 
furnaces. 

Much of this country’s supply of wood 
millwork comes from the so-called “river 
mills.” These are large factories along 
the Mississippi that enjoy milling-in- 
transit privileges on their materials. Shop 
lumber, starting from the Pacific North- 
west, moves to these mills and thence, as 
manufactured millwork, to the yards of 
lumber or millwork dealers in the Phil- 
adelphia area. There it may compete 
with the millwork of a local manufac- 
turer whose shop lumber or cut stock, 
though also originating in the Pacific 
Northwest, was bought independently 
from a local supplier. 

If the river mill and its sources of lum- 
ber are under common ownership and 
the millwork is distributed in the build- 
ing area through a direct factory branch 
instead of an independent dealer, we 


have an integration of extraction, proc- 


essing, and marketing from tree to 
builder that further complicates com- 


parisons. In such cases, it is rare to find 
that the quantity of marketing work can 
be determined accurately except by mak- 
ing a complete survey of all aspects of 
extraction, processing, and distribution, 
wherever they are found, and from the 
aggregate of effort thus described sorting 
out the marketing. 

Warm-air furnaces offer another kind 
of complicated example. Manufacturing 
is divided among producers in many dif- 
ferent patterns. Some make their own 
castings. Others buy castings from com- 
mercial foundries. Still others buy not 
only the castings but many other parts of 
the furnace from other manufacturers so 
that the “processing” which takes place in 
the “furnace factory” is principally or 
even entirely one of assembly. Then, 
there are manufacturers who do no as- 
sembling but ship each furnace as a pack- 
age of parts for assembly by the distrib- 
utor. Here, one of the principal acts of 
“production” is performed by the “dis- 
tributor” in the middle of the course of 
“distribution” as conventionally con- 
ceived. In yet other instances, the manu- 
facturer ships a partial furnace assembly, 
either set up or knocked down, and “‘man- 
ufacture”’ of the furnace is completed by 
the distributor or the heating contractor, 
who adds a steel jacket made from ma- 
terial of his own selection procured from 
sources altogether independent of the 
furnace factory. Clearly, to conceive mar- 
keting in conventional terms as com- 
mencing only when the furnace has been 
“finished” would prevent meaningful 
comparisons between alternatives and 
present a distorted view of the marketing 
work that must be performed to provide 
furnaces for houses, 


Counting the Quantity of Marketing 


For purposes of the present study, the 
most meaningful way of separating mar- 
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keting from all the other activities per- 
formed in assembling the materials of a 
house has proved to be setting up an 
analogy or model of flows. That is, the 
tasks assigned to marketing in our econ- 
omy are defined as taking the form of 
organizing and regulating a number of 
different but related flows. The market- 
ing work done in each flow is measured 
by defining and counting one or more 
units of movement. In all, the following 
seven units have been counted: 


1. The number of geographic places in 
which the materials are extracted, proc- 
essed, or handled.? 

. The number of times the materials are 
loaded, moved, and unloaded during 
their progress from the places at which 
they are extracted to the building site. 

. The number of ton-miles of transpor- 
tation performed for the materials in 
their progress from places of extrac- 
tion to the building site. 

. The number of days taken to extract 
each of the principal materials, proc- 
ess it, and move it onto the building 
site.® 

. The dollar days of investment accumu- 

lated in the materials as they move 
from first extraction to final assembly 
at the site.* 
The number of owning and nonown- 
ing business entities that participate in 
extracting, processing, and handling 
the materials as they move from places 
of extraction to the building site.® 

*A geographic place is defined as an identifiable 
city or town, although in a few cases it has been 
necessary to take a metropolitan atea, a county, 
or a region surrounding some city or town. 

* The time involved includes the time normally 
spent by these goods in the operating inventories 
of extractors, processors, and distributors and the 
time spent in transportation. 

*A dollar day is the owning of one dollar's worth 
of material for one day. 

* The nonowning agencies include both those who 
act as agents to bring about transactions of specific 
merchandise and others, such as carriers, who have 
operating control over goods owned by others. An 
entity is construed as a legal business unit together 
with any affiliates in the same ownership. 


7. Lhe number of transactions arranged 
in moving the materials from places of 
extraction to the building site.® 


Most obvious of the various flows is 
the physical movement of the materials 
through space. They start out in ore beds 
or as standing crops and timber. From 
their points of extraction, most of them 
move physically through a succession of 
processing plants and on to the building 
site. A few of them require no processing 
at all, and some go through only a single 
processing plant. 

The first three of the measures indi- 
cate the amount of work done in moving 
the materials through space. They per- 
mit judgments as to whether there is an 
excessive amount of movement and par- 
ticularly whether too many sources are 
drawn upon for materials, whether there 
is a great deal of crosshauling and back- 
hauling, and whether such transporta- 
tion as is done is performed at those 
stages of processing when the work can 
be minimized, 

Another flow of these goods is that 
through time. The processes of extrac- 
tion, processing, and marketing are 
spread over periods sometimes short but 
often long. Goods must be carried 
through these periods in the sense that 
at every instant they must be in the phys- 
ical possession of someone and under 
the ownership control of someone. 

The burdens imposed by the flows 
through time take a number of forms, 
among which the costs of investment, 
storage, and risk are important. Measures 
4 and 5 give some indication of the size 
of these burdens for the products here 
under analysis. Counts based upon them 
permit meaningful comparisons between 
different materials and between different 

* Transactions are transfers of ownership of prod- 
ucts. There are two types: (1) transfers between in- 


dependent entities (purchase-sale transactions) and 
(2) transfers between affiliates (intrafirm allocations). 
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ways of getting a given material. They 
also permit some evaluation of whether 
the total time required is as short as it 
could be and of the extent to which in- 
vestment and storage are concentrated in 
those parts of each flow at which accumu- 
lated values are lowest. 

A third set of flows arises from the fact 
that the activities of marketing are car- 
ried out by and between business en- 
tities. Much of the work of marketing 
is associated with bringing together these 
entities not only in the sense of an actual 
flow of orders (transactions in the legal 
sense) but also in the development of re- 
lationships that may become routinized 
once they have been established. The 
last two measures listed are intended to 
give some indication of the burden of 
work imposed by this third set of flows. 

Taken together, these seven ways of 
counting provide the basic data used in 
measuring the marketing work done for 
the materials of a house as a whole and 
for subgroups of these materials. 


ANALYTICAL TOOLS USED 


Application of the counting proce- 
dures just outlined to a specific situation 
entailed selecting a house to be studied, 
breaking it down into a bill of materials, 
and tracing a sample of these materials 
back from the building site to point of 
extraction along some meaningful chan- 
nel or set of channels. The data were as- 
sembled into what we have called flow 
charts and product monographs. 


The Bill of Materials 


The House Studied. The kind of analy- 
sis visualized can be made only for spe- 
cific lots of goods traced from specific 
points of origin to specific building sites. 
It soon became apparent that with the 
resources available we must choose be- 
tween a superficial statistical study of 


many houses and a minutely detailed 
study of one house. Since our interests 
lay as much in concepts and procedures 
as in substantive findings, we elected to 
study one house in detail. 

Several possibilities were reviewed in 
the search for a house that would be 
representative of current practice as to 
its materials. In the end an FHA “exam- 
ple” house used for appraisal work in the 
Philadelphia area was selected. The house 
so’ chosen is a two-story, single-family, 
detached, masonry dwelling with six 
rooms and one bath. It is of a type gen- 
erally erected by both small- and large- 
scale operative builders and can readily 
be erected by a custom builder. It thus 
permits investigation of the various chan- 
nels through which materials are likely 
to find their way to a building site. De- 
tailed specifications and bills of material 
were obtained from the FHA, and it was 
assumed that construction would take 
place on a site in the Philadelphia metro- 
politan area. Specification of a precise 
site within the area turned out to be un- 
necessary. 

Erecting the example house in the 
summer of 1951 would have cost a 
builder in the Philadelphia area on the 
order of $9,300. Counting in the cost of 
the site and its improvements, builder's 
overhead and profit, architects’ fees, and 
costs of marketing, the consumer would 
have paid about $13,250 for the property. 

Other Houses. Two variants of the ex- 
ample house were also studied, one of 
frame construction and one of brick 
veneer. Except for a substantially higher 
accumulation of doliar days of invest- 
ment in the frame house, such changes 
had little effect on our measures of the 
total marketing work. It must be empha- 
sized that outwardly striking differences 
in houses, even as between geographic 
areas, are largely irrelevant to the present 


— 
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study because they generally rest not so 
much in the use of different materials 
as in different assortments of the same 
materials and in the design of the build- 
ings.’ Practically all of the houses built 
in this country are made from the same 
group of bulk materials. What is really 
new in a “new” house usually is another 
way of combining or treating the old list 
of materials, or a difference in the se- 
quence of events such that assemblies 
formerly done on the site itself or in one 
kind of plant are transferred to another 
unit in the line of enterprises that make 
up the channel, Extremely uncommon 
are such events as the development of 
asphalt prepared roofing and the recent 
spectacular development of aluminum 
as a construction material. 

Materials Studied. The components of 
the example house were classified into 
four broad groups: (1) forest products, 
(2) nonmetallic minerals and their prod- 
ucts, (3) products of a single metal, and 
(4) miscellaneous and compound prod- 
ucts. 

This classification, based primarily on 
origins, turned out to be very helpful in 
analyses of the maze of products studied. 
It was particularly useful in the formula- 
tion of estimates for products that could 
not be examined in detail. 

Since thousands of items are used in 
even a modest house, it is fortunate that 
usable estimates of the amount of mar- 
keting work embodied in the bill of ma- 
terials as a whole can be derived from 
detailed studies of fewer than 50 items. 

In the first place, a relatively small 
number of materials provide a substan- 
tial portion of the total weight and value. 
Thus, the 43 materials finally selected 
for detailed analysis in the present study 

"The characteristics of the example house are 
compared with construction practice in Philadel- 


phia and other areas of the United States in Cox 
and Goodman, op. cit., vol. 3, ch. 7. 


accounted for g5 per cent of the total de- 
livered weight and for 81 per cent of the 
total delivered value of the entire pile of 
materials entering into the house.* Fur- 
thermore, a number of omitted products 
followed courses so similar to that of one 
or another of the 43 included as to en- 
able very close estimates. Thus, porce- 
lain-coated, cast-iron lavatories and 
kitchen sinks are made of the same ma- 
terials and follow the same course of 
manufacture and distribution as cast- 
iron bathtubs. 

Finally, it is not necessary to trace spe- 
cifically each possible variant of every 
end product derived from a given basic 
material. Trees, for example, appear in 
the finished house as products varying 
endlessly in detail. For the most part, 
these differences are insignificant in their 
effects on marketing work. The wood 
products that go into a house fall into a 
few broad groups, and the products 
within each group follow pretty much 
the same course. 


Flow Charts 


The basic analysis is made in flow 
charts, one of which was prepared for 
each of the 43 materials studied inten- 
sively. Starting with the delivery of the 
material to the building site, such a chart 
traces the material and its antecedent ma- 
terials back through the most likely se- 
quence of events to its ultimate origin in 
mine, quarry, field, or forest. Data on the 
steps nearest the building site were ob- 
tained from builders and, more impor- 

* The criteria used in selecting materials for de- 
tailed study were: (1) importance in weight or 
value, (2) representation of materials not analyzed, 
(3) raw material embodied, (4) type of processor, 
and (5) type of channel. The last three criteria were 
used to make sure that the goods analyzed in- 
cluded an example of every important raw ma- 
terial, every important type of processor, and every 


important combination of processing and marketing 
agencies into channels. 


MARKETING OF HOUSEBUILDING MATERIALS 41 


tantly, from contractors who provided 
materials for their own operations; these 
agencies were asked to name their usual 
sources for specific items. Contacts were 
made with these sources in turn, and 
their sources were determined. So ma- 
terials were traced back step by step to 
their origins as extractive goods. 

The kinds of establishments at each 
level were identified carefully. This 
turned out to be very important in grasp- 
ing an understanding of the marketing 
considerations involved. For example, 
for one group of forest products, the sur- 
vey turned up a supplier who, although 
called a “retail lumber dealer,” catered 
exclusively to certain large builders. They 
accepted deliveries in substantial quanti- 
ties and invariably took their discounts. 
The marketing services, margins, and 
costs of such a firm are materially differ- 
ent from those pertaining to “typical” 
dealers. It would have been erroneous to 
take an “average’’ cost of doing business 
or the “typical” practices of “retailers” 
as relevant to this situation. 

The flow chart designates as “zero day” 
for a particular product the day on which 
it is delivered to the building site ready 
for incorporation into the house. Al- 
though each product has its own zero 
day, in the consolidated analyses all prod- 
ucts are taken to be delivered on the 
same day. 

Starting from zero, the flow chart 
counts back day by day to the day on 
which the product (or, more commonly, 
its principal antecedent material) was ex- 
tracted from mine, quarry, forest, or 
farm. “Minus one” (— 1) for each product 
is the day before delivery; “minus 30” 
(— 90) is the thirtieth day preceding de- 
livery; and so forth. The chart then re- 
cords in parallel columns what happened 
to the product on each particular day. 
Every day intervening between extrac- 


tion and final delivery is accounted for. 
If the product has more than one signif- 
icant antecedent material, each one, in 
addition to the principal one, is traced 
back to its origin in a supplementary 
chart that indicates where it feeds into 
the main flow. 

Figure 1 illustrates the flow charts.” It 
covers the last 181 days (o to —181) in the 
flow of the window unit. For each of 
these days, it gives the following infor- 
mation about the unit: 


1. Its form—cut stock, open sash, glazed 
sash, and the complete unit. 

. Its place—‘‘Riverton,” Lowa, in 
transit, and Philadelphia. 

. The location facility, if any—siding, 
warehouse, factory, shop, and build- 
ing site. 

. The activity being performed at the 
location facility—storage, manufac- 
turing, glazing, assembly, etc. 

5. The movement facility in possession, 
if any—railroad (carlot shipment), 
truck, 

. The activity being performed by the 
movement facility—loading, move- 
ment, unloading—and the distance of 
each movement (2277 miles and 1005, 
miles). 

. The agency holding operational con- 
trol over the product, the location fa- 
cility, and the movement facility 
(railroad, millwork manufacturer, 
retailer, and builder). 

. Ownership of the product (millwork 
manufacturer, jobber, retailer, and 
builder) and of the movement facil- 
ity (railroad and retailer). 

. The value of the product. (This is 
not estimated for every day but 
changes only when a_ substantial 
change in place, form, or possession 
occurs.) 


*The authors are indebted to their colleague 
Edward A. Anderson for the drawing of Figure 1. 
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10. Identifiable fees paid to functional 
agencies, chiefly to common carriers. 


The original flow chart from which 
Figure 1 has been excerpted is consider- 
ably longer and more complicated. The 
main chart traces the wood that went 
into the sash back to the felling of a pon- 
derosa pine tree in an Oregon forest on 
—331. In three supplementary charts, the 
other wooden parts of the window unit 
are traced back to logs felled in another 
Oregon forest on —221 and in the Maine 
woods on —387, and the glass is traced 
back to a sand quarry on —182. These 
supplementary charts feed into the main 
chart on —71 (when the sash is glazed in 
the “river mill”) and on —7 (when the 
entire window unit is assembled by the 
“retailer” in Philadelphia). 

From the flow charts, one can deter- 
mine for each product and each antece- 
dent material analyzed where it was and 
what happened to it each day; when and 
where it changed form, who changed it, 
and how long it remained in each form; 
when and by whom it was loaded, un- 
loaded, and moved, how far it was 
moved, and by what sort of carrier; who 
had operating control of the material and 
of the facilities used to move it; who had 
ownership of the material and of each 
transportation facility; the date of each 
change in ownership of the material; the 
value of the material at each principal 
stage; and certain fees paid, notably those 
for transportation. 

Since the number of possible permuta- 
tions and combinations of specific places 
and entities is enormous, even for one 
product, every channel actually used by 
the industry for a specific bill of materi- 
als may properly be called a “one-time” 
channel.” Repetitive patterns appear in 

* For a more detailed consideration of the “one- 


time” channel of marketing as a concept, see the dis- 
cussion of what is called an “enterprise marketing 


particular trades or industries, but the 
specific channel actually used for any 
particular unit of goods is likely to be 
unique or very nearly so. 

So far as possible, each chart portrays 
the type of channel that is most important 
quantitatively for the product in ques- 
tion when it ends up on a site in the Phil- 
adelphia area upon which an operative 
builder constructs a house. In the aggre- 
gate, the charts thus portray a reasonable 
and apparently probable combination of 
the sorts of choices members of the build- 
ing industries make repeatedly among 
alternatives open to them in the course 
of their daily work. As such, they form a 
workable basis for counting and com- 
puting the volume of marketing work. 

Counts, Computations, Estimates, and 
Summaries. Counts and computations of 
the volume of marketing work done for 
analyzed products and analyzed antece- 
dents were made directly from the flow 
charts. They were supplemented by care- 
ful estimates for the work embodied (1) 
in unanalyzed antecedents of the an- 
alyzed products and (2) in the materials 
and products that were not analyzed. The 
results then were summarized by prod- 
ucts and product groups and for the en- 
tire house. 


Product Monographs 


Each product monograph is a narra- 
tive that supplements the flow chart. It 
consists essentially of five parts: (1) a de- 
scription of the product, sufficiently de- 
tailed to make it readily identifiable in 
interviews with the trade; (2) a detailed 
description of the marketing channel 
selected for analysis; (4) variants ob- 
served in the marketing channels and an 
evaluation of their significance; (4) con- 


channel” in R. F. Breyer, Quantitative Systemic 
Analysis and Control; Study No. 1, “Channel and 
Channel Group Costing” (Philadelphia: 1949), pp. 
aiff. 
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sideration of omitted antecedents, that is, 
materials which, though antecedent to 
the product, were of insufficient import 
to warrant supplementary flow charts; 
and (5) conclusions concerning the ef- 
fectiveness of the marketing flows. The 
monograph summarizes much of the in- 
formation used in developing the flow 
chart. It therefore serves as a useful 
supplement to the chart and provides 
breadth for the analysis. 


THE MARKETING WORK EMBODIED IN THE 
MATERIALS FOR THE EXAMPLE HOUSE 


To provide the materials for the ‘‘ex- 
ample house,” the industries concerned 
moved onto-one small! spot of ground in 
the Philadelphia area 186 tons of prod- 
ucts with a delivered value of $5,360 at 
1951 price levels. The marketing work 
performed for the entire bundle of ma- 
terials and for each of the 43 products 
analyzed is shown in detail in Table 1.4 


Extension of the Flow Over Time 


Table I shows that extraction, process- 
ing, and assembly of these materials ex- 
tended over periods varying from only 
4 days for quarried stone to 412 days for 
the electrical service entrance box. In- 
dividual products varied widely among 
themselves not only as regards total time 
but also as regards distribution of that 
time among three periods: (1) the period 
between extraction and first off-the-site 
processing, here called preprocessing; 
(2) the period between first and last off- 
the-site processing, here called inter- 
processing; and (3) the period between 
last processing and delivery to the site, 
here called postprocessing. 

For the 43 analyzed products as a 
group, 39 per cent of the time elapsed 
during preprocessing, 34 per cent during 

" Subtotals in Table I for the unanalyzed prod- 


ucts were developed from detailed item-by-item es- 
timates for each variable. 


interprocessing, and 27 per cent during 
postprocessing. As between products, 
however, there were wide differences. 
Thus, for some products (for example, 
goods made from hardwoods and cop- 
per), there is virtually no preprocessing, 
since they move almost immediately 
from extraction into processing. Others 
(for example, fir logs and iron ore) may 
be held for several months in their crude 
state. Correspondingly, some products 
spend only a few hours in postprocessing 
(for example, central-mix concrete, oil 
tanks, and steel girders), whereas others 
are in this stage for months (for example, 
wallpaper and outlet boxes). 

The reasons for such wide differences 
in over-all time and in the allocation of 
that time as among the three stages may 
be suggested by a few illustrations. As a 
group, forest products spend a long time 
in transit because timber can be found 
only at a far distance from Philadelphia. 
For example, Douglas fir, ponderosa pine, 
western cedar, and their manufactures 
must move from the Far West to the 
Fast. The mileage for Douglas fir lumber 
is particularly large, since it moves over 
the long intercoastal water route. To save 
in weight and bulk, most of this move- 
ment takes place after at least preliminary 
processing. Furthermore, relatively long 
travel routes usually entail relatively 
long inventories as safeguards against in- 
terruptions, and they may require several 
intermediate handling or transshipping 
points at which inventories are main- 
tained. The time is still further extended 
by the fact that loggers usually maintain 
inventories on the forest floor as protec- 
tions against interruptions in felling and 
bucking because of the weather. 

For yellow pine and oak, distances are 
much shorter than for the western woods; 
but processing time is longer because oak 
and yellow pine are air-dried for two to 
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four months. Oak for hardwood flooring 
is kiln-dried in addition and then re- 
quires further time for manufacture into 
flooring. 

The particularly long flow for the win- 
dow units (387 days) is due to a combi- 
nation of time-consuming processes. The 
northeastern pine used in the frames is 
air-dried for six months in a concen- 
tration yard before being manufactured 
into cut stock. The ponderosa pine sash 
moves slowly because the sash-and-door 
mills maintain large inventories of lum- 
ber, must schedule their work so as to 
get long factory runs, and need time to 
process and glaze the sash. Furthermore, 
it takes some time simply to assemble the 
numerous parts into the window unit. 

Under these circumstances, it is hardly 
surprising that forest products are re- 
sponsible for more than half of the ton- 
miles—although they represent less than 
one fifteenth of the weight delivered to 
the site—and for more than half of the 
dollar days of investment, although they 
represent only a little more than one 
third of the value delivered to the site. 

In contrast, nonmetallic minerals and 
their products are simple. They require 
the assembly of at most two or three 
important components, and they pass 
through no elaborate complex of manu- 
facturing processes. Most of them move 
short distances and face no seasonal in- 
terruptions to extraction, shipment, or 
manufacturing. The prevalence of direct 
marketing from manufacturer, or even 
from extractor, to contractor or builder 
still further reduces the danger of inter- 
ruptions in the flow. There is thus no 
need for large inventories anywhere 
along the channel. 


Where the Products Were Handled 


The materials of the example house 
originated as raw materials and were 


handled in one way or another for proc- 
essing, sorting, or storage at 148 different 
geographical places. They originated in 
60 distinct and widely separated places, 
42 of which confined their activities to 
extraction. They were processed in 110 
places or nearly 2 for each place of ex- 
traction. Once finished, they moved di- 
rectly into Philadelphia if they had not 
already come there for final processing. 
It thus seems clear that geographic com- 
plexities in the marketing of building 
materials are attributable more to the 
complexity of the house, which uses 
goods derived from many sources, than to 
complications in the marketing structures 
for individual products. 

The products vary greatly among them- 
selves as regards the geographical com- 
plexities of their marketing. Miscella- 
neous and compound products were han- 
dled in 65, places. They touched so many 
places chiefly because most of them 
moved through a complicated sequence 
of manufacturing processes performed by 
specialized manufacturers. In the later 
stages, some of them tended to become 
merely assemblies of parts made by oth- 
ers. Forest products were handled in 57 
places. Here, a multiplicity of places is 
required to provide the different species 
of wood preferred for particular uses in 
the house. Also, the window units use a 
number of nonlumber materials and a 
complex system of subassemblies. 

At the other extreme, products of a 
single metal moved through only 19 of 
the 148 places touched by building ma- 
terials in their flow from extraction to 
the building site. Two factors account 
for this relatively small number. One is 
that iron and copper, the two principal 
basic metals involved, originate for use 
in Philadelphia in only a few places. The 
other is that, at least in the earlier stages, 
the processing of these materials is highly 
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concentrated. The result is that most of 
these products are likely to have come 
from only a few mines and to have moved 
much of their way through processing 
operations in one or two plants, even 
though they emerge as end products out- 
wardly quite different from each other. 


The Products in Motion 


The Timing of Transportation. In 
traveling from place to place during their 
flows, these products (and their anteced- 
ents) were loaded onto carriers, moved, 
and unloaded 424 separate times. Their 
travel added up to 49,667 ton-miles. This 
is equivalent to hauling a ton of goods 
back and forth between Philadelphia and 
Portland, Oregon, more than eight times. 
Another way of putting it is that the 
transportation done im moving these 
products through their flows is roughly 
equivalent to picking up the whole house 
and moving it from New York to Wash- 
ington. 

‘Two thirds of the 424 movements were 
made to carry an item into some aspect 
of processing or into use. One fourth of 
the trips moved goods into storage, prin- 
cipally in warehouses of distributors and 
contractors. About one tenth of the total 
were solely for change from one form of 
transportation to another, generally land 
to water or the reverse. 

Some 28 per cent of the movements, 
involving 40 per cent of the ton-miles of 
transportation, took place in the various 
flows during preprocessing. Forty per 
cent of the movements, but only 9 per 
cent of the total ton-miles, took place 
during interprocessing. Thirty-two per 
cent of the movements, with slightly 
more than half of the ton-miles, oc- 
curred during postprocessing. 

The contrast between movements and 
ton-miles is striking. Approximately two 


fifths of the movements connect various 
elements of processing, but these account 
for less than one tenth of the ton-miles. 
‘The movements during postprocessing 
are the sum of movements by some prod- 
ucts from point of last processing directly 
to the site and for others from point of 
last processing to a distributive point in 
Philadelphia and from there to the site. 
For the 43 analyzed products alone, there 
were 77 movements after last off-the-site 
processing (80 if minor parts shipped 
separately are included), a consequence 
of the fact that most of these goods pass 
through a distribution yard or warehouse 
and some of them go through a contrac- 
tor’s warehouse or storeroom as well. 

Clearly, then, most of the physical task 
of moving goods about is performed for 
building materials in the transportation 
of raw materials, of products that require 
no significant amount of processing, and 
of goods (such as lumber) where the fin- 
ished product has received only the sim- 
plest of processing. Furthermore, the 
burden of transportation imposed by 
processing is primarily a matter of ar- 
ranging for large numbers of shipments 
and of loading and unloading rather 
than one of movement itself. Any search 
for ways to reduce the costs involved must 
govern itself accordingly. 

Where and How Goods Are Trans- 
ported. As to where the transportation 
took place, nearly one half of the move- 
ments were between points outside the 
Philadelphia area, nearly one fourth 
were into the area, and slightly more 
than one fourth were between points 
within the area. Many of the movements 
within Philadelphia were deliveries of 
finished goods from factories, warehouses, 
and storage yards to the site; but some 
were from point of extraction to the site 
or to processing plants. Considerably 
more of the substance of this house comes 
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to the site from nearby sources than 
might be supposed. 

Only 4 of the 424 movements (less 
than t per cent) were movements out of 
the Philadelphia area of goods that in- 
volved subsequent backhauls after proc- 
essing or combination with other mate- 
rials. Each of the four is a raw material 
that came by sea into the port of Phila- 
delphia, moved to a plant just outside 
the area, and came back into Philadel- 
phia after processing. 

Water transport by ocean, lake, and 
river accounted for only g per cent of 
the movements, but it accounted for 58 
per cent of the ton-miles. Trucks, which 
provided 56 per cent of the movements, 
performed only 12 per cent of the ton- 
miles. Railroads performed 34 per cent 
of the movements and carried 30 per cent 
of the ton-miles. As would be expected 
with these bulky commodities, 57 per 
cent of the movements and 62 per cent of 
the ton-miles were performed by com- 
mon or contract carriers, chiefly in long 
hauls. Nearly all the rest (173 out of 181 
movements involving 17,893 out of 18,- 
662 ton-miles) were performed in vehi- 
cles owned by the owners of the goods, 
chiefly short hauls in trucks. 

Differences Among Products. As meas 
ured in ton-miles, most of the truck trans- 
portation was performed for the nonme- 
tallic minerals and their products, and 
most of the rail and ocean transportation 
was for forest products. In number of 
movements, the miscellaneous and com- 
pound products ranked highest with re- 
gard to each of the three types of trans 
portation. Lake transportation was con- 
fined almost entirely to movement of 
iron ore for manufacture of the steel 
products and the iron and steel compo- 
nents of miscellaneous and compound 
products. Barges were used for only 4 
out of the 424 movements, and they 


performed only 3 per cent of the 49,667 
ton-miles. Though they carried heavy 
loads, they moved very short distances. 

For forest products, the characteristic 
pattern of transportation was one long 
movement supplemented by several short 
ones. Western lumber and its products 
commonly made most of the distance 
from forest to building site in one long 
jump—3,000 miles or so if by rail, 6,500 if 
by water. Southern lumber and its prod- 
ucts made one long jump, 500 to 700 
miles, by rail. All other movements 
tended to fall within a range of 50 to 200 
miles. Local deliveries from points within 
the Philadelphia area to the building site 
usually were less than 15 miles. 

Among the nonmetallic minerals and 
their products, only one antecedent trav- 
eled as much as 1,000 miles to reach its 
processing plant; only two traveled as far 
as 500 miles in a single movement. The 
characteristic movement for these bulky 
products was less than 100 miles, For 
many of them, the accumulation of miles 
in all successive movements throughout 
the flow was not more than 100 miles. 
Ton-miles performed are nonetheless 
substantial because these products are 
heavy. 

Only a little more than one third of 
the ton-miles for this group of products 
were performed by independent carriers; 
the rest were done either by owned car- 
riers or by carriers under the operating 
control of the owners of the goods. The 
basic reason for this division is that pro- 
ducers and processors of many of these 
goods require specialized vehicles and 
keep them fully employed in their own 
work, 

A striking characteristic of the prod- 
ucts of a single metal is the wide varia- 
tion among them as regards the relation 
between ownership of products and own- 
ership of transportation facilities. In the 
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stee. odustry, water carriers (whether 
on the Great Lakes or over the oceans) 
tend to be owned by integrated mining 
and refining companies, Railroad facili- 
ties, in contrast, are almost universally 
common carriers. Trucking is done for 
these products to a large extent by inde- 
pendent carriers up to the time when 
their dispersion begins from warehouses 
and terminals in Philadelphia. Most of 
the local haulage incident to dispersion 
is done in trucks controlled by the 
distributors, contractors, and builders. 
Sometimes, however, even these trucks 
are owned by fleet operators and used 
under lease or rental arrangements. 


Business Entities Participating 


The measures of the task of marketing 
thus far considered are derived from 
thinking of marketing as a physical flow. 
We now turn to the flow of ownership 
from entity to entity, beginning with ex- 
tractors and ending with contractors or 
builders. The work involved in this flow 
has been measured by counting the busi- 
ness entities involved in the ownership 
flow and the number of transactions ar- 
ranged among them. In addition, entities 
that handle the goods in some way but do 
not own them have also been counted. 

Some 366 business entities constituted 
the channel for housebuilding materials 
and their antecedents. Of these, 148 were 
transportation agencies that did not take 
title to the goods; 217 of the remaining 
218 did take the responsibilities of own- 
ership. 

Of the 217 owning entities, 76 per 
cent were extractors, fabricators, or proc- 
essors of some product and 24 per cent 
were merchants of one sort or another, 
chiefly Philadelphia distributors who 
sell to contractors or builders.'? About 

* A firm may be a processor for one product and 


a distributor for another. Such duplications are 
eliminated from the totals. 


one sixth of the owning entities played 
their entire role for a particular product 
during preprocessing, about two thirds 
appeared during interprocessing, and an- 
other one sixth were not involved until 
postprocessing. 

Practically all of the business entities 
that participated in the movement of 
building materials from extraction to the 
building site (357 out of the 366) took op- 
erating control over the goods. This in- 
cludes both owners and nonowners. The 
nine exceptions were drop shippers, that 
is, merchants who take title to the goods 
but have them shipped directly to their 
own customers from their sources of sup- 
ply. These appear chiefly in the flows for 
lumber, steel scrap, and some nonmetal- 
lic minerals. 

Of the 366 business entities that par- 
ticipated in the processing and handling 
of the materials, 163 dealt with miscel- 
laneous and compound products, 105 
with forest products, 68 with products of 
a single metal, and 59 with products of 
nonmetallic minerals." 


Transactions Arranged 


The 217 business entities that partici- 
pated in the ownership flow of building 
materials and their antecedents were con- 
nected into flows by the arrangement of 
374 transactions. Of these, 330 were pur- 
chase-sale transactions and 44 intrafirm 
transfers. Of the 330 purchase-sale trans- 
actions, 156 took place during interproc- 
essing, 125 during postprocessing, and 
only 49 during preprocessing. The bur- 
den of buying and selling evidently grows 
heavier as the products move forward in 
their flows. Of the 44 intrafirm transfers, 
however, 18 came during preprocessing 
and 21 during interprocessing. Only five 

* These figures add to more than 100 per cent be- 
cause a number of entities that appear in more than 


one group have been counted only once each in 
the total for the house. 
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involved the transfer of goods during 
postprocessing. Integration evidently has 
gone further in the earlier than in the 
later stages of the flow. 


Dollar Days of Investment Accumulated 


As a measure of the work in carrying 
goods through time, we have used the 
number of dollar days of investment ac- 
cumulated in these goods as they move 
toward the building site. This accumula- 
tion does not measure marketing alone, 
since it depends upon the amount of 
value added by each stage of processing 
as well as upon two marketing factors— 
how long goods are in transit through 
their various movements, and how long 
they are held in storage between move- 
ments or between units of processing. 
The measure is a reasonably good indica- 
tor of the marketing burden, however, 
since, for most products, a given unit of 
processing is completed quickly once it 
gets under w_y. It thus serves to indicate 
roughly how effective the marketing 
mechanism has been in synchronizing 
successive and simultaneous stages of the 
various flows. 

By the time they reached the building 
site, these products represented an ac- 
cumulation of 305,774 dollar days of in- 
vestment. This is equivalent to investing 
$1,000 for 306 days or approximately 10 
months. It can also be described as equiv- 
alent to maintaining the end value of the 
materials at the site ($5,960) as an invest- 
ment for 57 days or nearly 2 months. The 
investment burden is divided out among 
217 owners of the goods and any lenders 
from whom they may have borrowed 
funds but must be taken care of in the ag- 
gregate by the construction industry and, 
in the longer run, by the buyers of the 
houses. 

Approximately 56 per cent of the in- 
vestment burden (172,238 out of 305,774 


dollar days) is incurred after these prod- 
ucts have moved into the Philadelphia 
area. The basic reason for this is not that 
the goods are held for very long periods 
but rather that their value has risen sub- 
stantially. Dollar days accumulate rap- 
idly and the investment burden is heavy 
in the later stages of each flow. Further 
support is given to these conclusions by 
the fact that 63 per cent of the dollar days 
are accumulated during postprocessing 
and 29 per cent during interprocessing. 
Only 8 per cent are accumulated during 
preprocessing. If there are to be any sub- 
stantial reductions in this task, they must 
be made in the later rather than in the 
earlier stages of the flows. 

Forest products were responsible for 
51 per cent of the dollar days; miscellane- 
ous and compound products, for 30 per 
cent; products of nonmetallic minerals, 
for 10 per cent; and products of a single 
metal, for 8 per cent. 


EFFECTIVENESS OF THE FLOWS FOR 
BUILDING MATERIALS 


Organization of the Housebuilding Ma- 
terials Industry 


The present study confirms the com- 
mon impression that even a quite unpre- 
tentious house is the end-product of 
efforts exerted by a large number of or- 
ganizations over a considerable time in 
many places. The participating indus- 
tries are not dominated by a few distrib- 
utors or a few manufacturers. Relatively 
little horizontal integration has devel- 
oped. Vertical integration, which is most 
fully developed for products made from 
a single metal or other mineral, does not 
extend very far down into distribution 
except for the largest and the simplest 
products. 

Whether the limitations on integra- 
tion are to be construed as evidence of 
efficiency or the reverse is debatable. Al- 
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though 366 separate business entities 
participate in the aspects of extraction, 
processing, and marketing covered by the 
study under review, the number of suc- 
cessive entities in any segment of the flow 
for particular products tends to be small. 
Numbers become large only as the prod- 
uct becomes complicated and requires a 
succession of subassemblies before being 
put together itself. An effective attack 
upon this aspect of the present organiza- 
tion of the industry must demonstrate 
that it is inefficient to have the separate 
gathering lines of the channels under 
multiple ownership and control. 

At various points in the channel, 
extremely specialized enterprises make 
their appearance. Examples are the op- 
erating companies that mine iron ore 
owned by others and the so-called scrap 
“brokers” who buy prompt industrial 
scrap steel and resell it without ever han- 
dling it physically. Apparently the mar- 
ket for building materials in its many 
parts is sensitive enough to attract spe- 
cialists of this sort whenever the oppor- 
tunity offers. 


Reducing the Amount of Transportation 


The data assembled in the present 
study give no support to the accusation 
that there is much unnecessary transpor- 
tation of building materials. Although 
a great deal of transportation is per- 
formed in connecting the numerous 
places at which materials are extracted, 
processed, and used, these data offer al- 
most no evidence that the amount is 
excessive. On the contrary, there are 
many indications that housebuilders and 
their suppliers strive constantly to shorten 
and straighten the lines of physical move- 
ment for these materials. 

The Use of Nearby Sources. Despite its 
reliance upon a large number of business 
entities working in a great many places 


and its need to connect these entities with 
the building site by intricate combina- 
tions of flows, the “industry” that built 
our example house is essentially a local in- 
dustry. Nine tenths of the weight of this 
house originates as raw materials within 
100 miles or so of the building site. Even 
if values rather than weights are meas- 
ured, around one third of the total comes 
from relatively nearby sources. Builders 
reach out only when they must in order 
to provide the kinds of houses people 
want. 

Further evidence in support of this 
conclusion is the indication that when- 
ever nearby supplies become available, 
more distant sources of supply are likely 
to lose out. For example, Ohio has been 
giving ground for some years to nearby 
Pennsylvania points as the supplier of 
terra-cotta pipe to builders. Few exam- 
ples were turned up of freight equaliza- 
tion that permits distant producers to 
deliver in the Philadelphia area at the 
social cost of excessive transportation. 
Those found are restricted to the less 
bulky parts of the house, where value per 
unit is relatively high and transportation 
costs are relatively low. 

Early Elimination of Waste Materials. 
Evidence is mixed as to whether the bur- 
den of transportation is reduced as much 
as it might be by eliminating eventual 
waste materials early in the flows. Some 
of the materials fortunately suffer little 
or no loss in substance as they move from 
extraction to consumption, Examples are 
the limestone, gypsum, and clay used in 
such products as cement, plaster, and 
lath. Most of the products, however, in- 
volve a considerable reduction in sub- 
stance, and the way the problem is han- 
dled differs widely from product to 
product. In copper, where the metal con- 
tent of the ore may be as little as 1 or 2 
per cent, the ore moves only for very 
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short distances before being refined. 
Iron ore, on the contrary, moves hun- 
dreds or even thousands of miles before 
being refined, although half or more of 
its substance is waste. Forest products 
lose much weight in the early felling, 
bucking, and sawing operations but also 
may lose a good deal of additional weight 
all along the channel. 

It follows that, by and large, the mar- 
keting organization performs a great 
many ton-miles for units of material that 
fall out as waste somewhere along the 
way. Whether the net effect is a true so- 
cial waste cannot be decided without 
careful measurement of the several fac- 
tors that in combination determine 
whether it is cheaper to move bulky raw 
materials than it is to move finished or 
partly finished products. Refined prod. 
ucts weigh less but may be more expen- 
sive to carry per mile than their com- 
ponent materials. The size of the trans- 
portation task makes this an important 
area for further investigation. 

Precutting and Prefabricating of For- 
est Products. A particularly complicated 
problem comes up with forest products. 
Much waste accumulates when logs are 
sawed into boards or dimension lumber, 
a process likely to be done in or near the 
timberlands and wood lots. More waste 
appears when lumber is cut to specific 
shapes and sizes that fit into the frame of 
the house or one of its component parts. 
Precutting or prefabricating would seem 
to offer opportunities for substantial sav- 
ings in transportation (as well as in ex- 
pensive cutting and shaping on the site); 
but the proposal runs counter to the 
principle of postponement, which we 
shall consider shortly, and so has not 
been widely adopted. 

Precutting of lumber has developed 
to some extent on operative building 
projects. This may be done at a retail 


lumber yard or at some place, possibly 
the site itself, under the control of the 
builder. One objective is to reduce the 
waste resulting from an accumulation of 
small pieces cut off larger ones at the site. 
A more important objective, however, 
seems to be to increase the degree of spe- 
cialization of operations. In the sawing 
operation, this leads to more effective 
mechanization, concentration of sawing 
into longer runs, and the development 
of greater skills. Simultaneously, it con- 
centrates the efforts of most of the car- 
penters at the site upon assembling the 
precut pieces, with savings in waste time 
and improvement of skills. 

Crosshauling and Backhauling.™ Cross- 
hauling is rare—virtually insignificant— 
in the construction of houses by opera- 
tive builders. Even branded fixtures and 
appliances come, in large measure, from 
nearby plants. 

Backhauling is extremely rare in the 
flows of building materials that lead to a 
building site in the Philadelphia area. 
Among all the products and antecedents 
analyzed for the example house, only two 
were found that go through any apprecia- 
ble amount of backhauling insofar as 
movements into and out of Philadelphia 
itself is concerned. One is gypsum, which 
comes into the city from Canada as a raw 
material, is sold to the mills that provide 
the Portland cement for the area, and 
reappears eventually as a minor ingredi- 
ent in three different end products used 
for the house. The other is English ball 
clay, which is imported through Phila- 
delphia and returns to the city as an in- 
gredient of the water closet. 

Backhauls were found at other points. 


* Crosshauling exists when identical goods pass 
each other while moving in opposite directions 
along the same route. Backhauling exists where 
products are taken out of a place and later brought 
back into it either in the same or in a different 
form. 
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An example is the shipment of glass from 
Pennsylvania to a Mississippi Valley sash 
manufacturer and back to Philadelphia 
as assembled sash. Such instances seem to 
be attributable to two causes: (1) A plant 
often benefits from being near the center 
of its market, and the market as a whole 
gains from this location even though 
some of its materials move through places 
to which they will return later on after 
processing. (2) Freight equalization and 
milling-in-transit privileges may negate 
the market effects of certain hauls. Over 
all, these situations are of minor im- 
portance in their effects on cost. 


The Handling of Optimum Quantities 


Shipment in Large Lots. An over- 
whelming proportion of the ton-miles 
performed for these building materials is 
done in truckloads, carloads, and barge- 
loads. Much of the work is in long hauls 
of raw or roughly processed goods that 
can be loaded, unloaded, and carried 
either by the simplest sort of equipment 
or by more elaborate equipment that 
handles large quantities in bulk at low 
cost such as conveyor belts, ore unload- 
ers, or hopper cars. 

Particularly significant is the frequent 
appearance in the various flows of seg- 
ments along which devices of one sort 
or another are used to consolidate ship- 
ments into carloads or truckloads. Lum- 
ber, for example, makes its long move- 
ments overland in carloads or truckloads; 
if necessary, an assortment of sizes will be 
made up to get the full load. Package 
deals for nails, which result in large con- 
solidated shipments, are another exam- 
ple. Building-material dealers commonly 
make up truckloads by combining lath, 
plaster, and lime into single deliveries. 
Such efforts could be illustrated from al- 
most any part of the channel. The result 
they achieve is not so much to reduce 


ton-miles numerically as to make them 
cheaper. 

Minimizing Movements. Our survey 
provides less information upon which to 
base a judgment whether the number of 
movements, as distinct from the number 
of ton-miles and their cost, is minimized. 
It is of some interest that many of these 
products go through a combination of 
one long movement and several short 
ones. The long one may come in the 
early stages of processing, as with ore, or 
after processing has been completed, as 
with lumber. Once the material has been 
committed to a particular market such as 
Philadelphia, it seems to move directly 
into that market with no multiplication 
of loadings and unloadings. Most of the 
movements, however, are short ones that 
come after this stage. Whether there are 
too many, which means primarily too 
much work of loading and unloading 
for local deliveries, needs to be investi- 
gated further. 


Reducing the Cost of Storage 


The business of extracting, processing, 
and assembling the materials for the ex- 
ample house extended, as we have seen, 
over 412 days and required an invest- 
ment in the goods themselves equivalent 
to investing $1,000 for 306 days. This 
indicates that an appreciable task of stor- 
age must be performed in the course of 
getting these materials together. Whether 
the task of storage can be reduced sub- 
stantially is doubtful, although there is 
reason to doubt the effectiveness from 
this point of view of the work done dur- 
ing the last month or two in the flows of 
these materials. 

The bulk of the storage is done when 
storage is cheapest, that is, in those seg- 
ments of the flows where the goods have 
relatively little value in them and can be 
held in relatively simple facilities. For 
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example, holding iron ore for months in 
a pile somewhere is relatively inexpen- 
sive as compared with holding furnaces 
or even girders and nails. It may be 
noted that whereas these materials are 
held for the largest part of their existence 
in the market as raw or semifinished 
goods, only 8 per cent of the investment 
burden arises in the raw stage and only 
37 per cent in the raw and semifinished 
stages combined. For much of the bulk 
of the house, little storage is done even 
at the early levels of processing; the ma- 
terials are simply left in the sand pits or 
quarries until shortly before they are 
wanted. Nevertheless, some question may 
be raised as to whether it would not be 
possible to reduce the amount of storage 
done and particularly that part done 
within the Philadelphia area for finished 
goods. 

Application of the Principle of Massed 
Reserves. An extremely important econ- 
omy in marketing is achieved by main- 
taining what are ordinarily called massed 
reserves. This means that stocks of goods 
are held for a group of distributors and 
users, or even for acommunity as a whole, 
by a few selected agencies rather than by 
each individual for himself. Ordinarily, 
this reduces the cost of storage because 
fluctuations in the flows into and out of 
individual establishments offset each 
other to some extent. Aggregate stocks 
can be smaller when they are centralized 
than when they are dispersed. 

The building-materials industries have 
gone far in the desirable direction of ap- 
plying this principle to their storage 
problems. This effort is particularly ap- 
parent at the level of wholesale or jobber 
distribution within the Philadelphia 
area. By and large, builders and con- 
tractors do very little storage in norma! 
times. This job is done for them by deal- 
ers, distributors, and warehouses of vari- 


ous kinds. Even within the same firm, 
there are instances of the application of 
this principle, as in the operations of the 
wallpaper wholesaler who maintains his 
basic stock in a central warehouse rather 
than in scattered individual showrooms 
and stores. 

Application of the Principle of Post- 
ponement. The principle of massed re- 
serves is a special case of a more general 
rule that has been called the principle of 
postponement. This principle holds that, 
other things being equal, marketing costs 
are economized by deferring as long as 
possible the commitment of a unit of ma- 
terial to a specific use. A particular ton 
of iron ore, for example, should be main- 
tained in the form and at the place that 
gives its owner the widest possible choice 
as to what shall be done with it. At the 
beginning of the flow, a fuel tank or 
length of black steel pipe is iron ore 
still in the mine that can be used for any 
one of hundreds of thousands (perhaps 
millions) of specific items and at any one 
of millions of points in space. At the 
other end of the flow, the specific fuel 
tank or length of pipe prepared to serve 
a specific purpose in a specific house on 
a specific plot of ground can be diverted 
to another site, house, or use only at con- 
siderable expense. 

In practice, a material moves succes- 
sively into narrower and narrower mar- 
ket areas and into forms that reduce the 
range of choice among uses to be made 
of it. Each narrowing choice imposes a 
penalty in that it either (1) cannot be 
reversed at all—as when a log has been 
made into plywod or when pieces of lum- 
ber have been cut into the parts of a 
stairway—or (2) can be reversed only at 
considerable expense, as when a girder is 
melted down and reworked into sheet 
steel or wire. 

The principle of postponement holds 
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that each successive narrowing commit- 
ment should be deferred as long as pos- 
sible so as to reduce the likelihod and the 
cost of mistaken commitments. Many ex- 
amples of the application of this princi- 
ple can be found in the flow charts. Thus, 
the fuel tank is made from sheet steel 
only a short time before it is to be in- 
stalled. This procedure delays commit- 
ting the sheet to fuel tanks in general 
and to a particular type and size of tank, 
as contrasted with a multitude of other 
possible uses. In addition to reducing the 
risks of commitment, postponement of- 
fers the advantage that sheet alone is 
much less expensive to store and trans- 
port than is sheet plus the large volume 
of encased air that is in a tank. A smaller 
stock of sheet than of finished tanks is 
required because each sheet is potentially 
any one of several sizes and shapes of 
tank. Other examples of applying the 
principle of postponement are the dead 
storage of iron ore at transshipment 
points; the storage of galvanized sheets 
rather than duct work, which is made up 
at the last moment to fit the specific 
house; and the assembly of window sash 
and frames separately before they are put 
together. 

Whether the principle of postponement 
has been applied as fully as it could be 
remains doubtful. This is true particu. 
larly as regards some of the compound 
products. These are assembled in factor- 
ies, shipped as finished products (often 
for considerable distances), and stored in 
Philadelphia warehouses before going 
out to the site. As to the economies of the 
various alternatives open, a full judg- 
ment could be made only by a detailed 
consideration of specific cases. Perhaps 
this is an example of a situation in which 
higher-than-minimum costs of marketing 
are justified because they help make pos- 
sible more-than-offsetting economies in 


manufacture. At least on the surface, 
however, they do not conform to the 
principle of postponement. 


Flexibility of Marketing Methods 


Responsiveness to Small Cost Differ- 
ences. That the apparent lapses from the 
principle of postponement cannot make 
for much of an increase in end costs is 
indicated by much evidence concerning 
another aspect of marketing in this in- 
dustry. This is, that the methods used are 
quite flexible and will shift in response 
to very moderate price or cost advantages. 
Thus, it is not difficult to convert the 
builder from one material to another 
for a given use. Perhaps the most con- 
spicuous example in the present study is 
the virtual replacement of stone founda- 
tions by poured concrete foundations in 
the Philadelphia area during the period 
between selection of the house for analy- 
sis and completion of the field study. 
When the costs of stone and of stone 
setting went up, builders promptly and 
easily shifted to another type of founda- 
tion. 

Further examples of flexibility may be 
found in changes that have taken place in 
the functions of wholesalers of some ma- 
terials. For example, jobber applicators 
of mineral wool have in substance ab- 
sorbed the tasks of their customers, at 
least insofar as insulation of old housing 
is concerned. The net effect is to reduce 
transactions, loadings, and unloadings. 
Similarly, current uncertainties as to 
whether the distribution of ceramic tile 
works best when contractor and whole- 
saler are combined into one business en- 
tity or divided into two are an evidence 
of willingness to experiment and change. 

The Development of Drop Shipping. 
This flexibility extends into the willing- 
ness of enterprises within any flow to 
redistribute functions among themselves 
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freely. A conspicuous case in point is the 
extent to which the practice of drop 
shipping has been adopted. Fssentially a 
device to separate the flow of title or 
ownership from the physical flow of the 
goods, this practice appears whenever 
there are real advantages in having own- 
ership and the responsibility for buying 
and selling pass through a middleman of 
some sort, but nothing is gained by hav- 
ing the goods pass physically through his 
hands. 

Examples of drop shipping may be 
found at several levels of the various 
flows. Certain types of lumber move 
physically in carlots from mill to retailer. 
Prompt industrial scrap steel is drop 
shipped from the originating plant di- 
rectly to the steel mill for the account 
of a “broker,” who, despite his name, is 
really a merchant through whom the 
ownership flows. Such items as doors and 
mouldings are drop shipped from pro- 
ducer to retailer as a matter of routine 
procedure. Several products are com- 
monly drop shipped directly from the 
manufacturer to the operative building 
site. They include bricks, granulated 
mineral wool, soil pipe, and water heat- 
ers. Under favorable conditions of loca- 
tion and requirements at a particular 
time, several other materials may forego 
their physical stop at what is “normally” 
their last point for handling and storage 
before going to the site. The same thing 
is done in substance, although not in 
name, when the retailer picks up doors 
at the jobber’s yard and takes them di- 
rectly to the building site rather than to 
his own establishment. 

In other words, evidence has come up 
repeatedly that most of the supplying in- 
dustries stand ready to ship physically to 
anyone who can use full carloads or 
truckloads of some product, making 
whatever rearrangements are necessary 


in the flow of ownership and passing the 
savings along to the receiver. The pres- 
sure for small advantages in price is great 
enough to force this in many transac- 
tions. Operative builders and their con- 
tractors do not, in general, have to pay 
for services they neither need nor want. 

Labor-Only Contracts. There also is to 
be found what may be described as a re- 
versal of drop shipping, since there is no 
generally accepted name for it. This is 
where the flow of the title is more direct 
than the physical flow of the goods. An 
example is the bitterly controversial ar- 
rangement under which plumbers or 
other contractors work for the builders 
on a labor-only basis. Here, the builder 
buys the materials, by-passing the con- 
tractor in the flow of title, whereas the 
actual goods are taken and installed by 
the contractor. Properly speaking, this is a 
way of reducing costs, although the trades 
concerned sometimes look upon it as a 
form of unethical price cutting. 


The Availability of Meaningful Alterna- 
tives 


Significant Choices. In all these mat- 
ters, a very important fact is that mem- 
bers of the participating industries have 
a considerable assortment of meaningful 
choices open to them. Anyone in any flow 
who wants to absorb a task ordinarily 
performed by others can usually work 
out a transaction of the kind he wants 
with appropriate adjustments in price. 

This fact is important because it 
strengthens a belief that seriously exces- 
sive costs in these various flows cannot 
long persist. The fact that the operators 
in these various markets are ordinarily 
numerous is important. Price competi- 
tion is close and continuous for most 
products and services bought by oper- 
ative builders. So there is a persistent 
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willingness to bargain for arrangements 
that yield even smal! advantages. 

Monopolies and Oligopolies. The pres- 
ence of much indirect bargaining also in- 
dicates that the elements of monopoly in 
the market as a whole are rather limited. 
For a few products, the number of sup- 
pliers is unquestionably too small to re- 
sult in any very close approximation to 
pure competition. In plumbing fixtures, 
for example, five companies dominate 
the national market; in gypsum products, 
two companies. One ready-mix concrete 
company and one steel company have 
long dominated the Philadelphia market 
specifically. Their degree of dominance 
is limited, however, since other suppliers 
are available to buyers. A formal deter- 
mination of the effects of these situations 
lies outside the scope of the present study, 
but the fact that they exist should be 
noted. 

Efforts to limit competition through 
the development of strong brands seem 
to have had relatively little success in 
building materials. Much of the material 
going into the example house either is 
not branded atall or carries brands whose 
only significance is that they identify the 
producer. Very few products were found 
in which brand preferences among op- 
erative builders were even moderately 
strong. 

Continuing Relationships. There is 
some tendency to establish continuing 
relations between buyers and sellers even 
where independence is technically or 
theoretically complete. Contractors tend 
to concentrate their buying with a few 
houses. Similarly, each agency in the suc- 
cession of segments back through the 
various flows is likely to have one or a 
few preferred sources of supply. There 
is thus no situation such that market 
forces result in a strictly random pairing 
of buyers and sellers, as is specified in 


the economist’s definition of pure com- 
petition. 

The connections between buyers and 
sellers are not tight and rigid. They or- 
dinarily give way fairly easily when 
either party can get a real advantage from 
a change. Nevertheless, they exist. Com- 
plaints concerning “unethical” or “un- 
economic” ways of doing business often 
afford evidence both of the existence of 
ties and of the fact that they are being 
broken. 

An extremely significant aspect of the 
established relations between buyers and 
sellers is that they do not wholly shut the 
buyers off from the open market. It is 
customary in this industry for buyers, 
and more particularly for the operative 
builders and those who work with them, 
to test their markets regularly. Even 
though he has bought his supplies of 
some material from a particular supplier 
for a long time and fully expects to do so 
this time, the buyer will ask other sources 
for quotations. This is a device for ‘‘keep- 
ing the market in line.” Everybody ap- 
parently expects that it will be done and 
accepts its desirability. 

Finally, it should be remembered that, 
properly used, the crystallization of trade 
relations into stable patterns is an impor- 
tant way of economizing effort. In the 
economic theorists’ perfect and friction- 
less world, no work is required to in- 
form, persuade, and negotiate transac- 
tions between sellers and buyers. The 
real world is not so fortunate. In that 
world, all these things are done only at a 
cost—often a substantial cost. Once satis- 
factory arrangements have been made, 
there is thus every reason to convert 
them into routines. All that is required 
to keep them effective is to reconsider 
them from time to time, as in the tests 
just described for “keeping the market in 
line.” 
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SOME SUGGESTIONS FOR “IMPROVEMENT” 


The over-all significance of what has 
been said about the effectiveness of mar- 
keting flows for the materials in the ex- 
ample house becomes particularly great 
when attention is turned to various ways 
proposed for reducing the cost of hous- 
ing. Familiar prescriptions are integra- 
tion, modular dimensions, and prefabri- 
cation. A detailed channel analysis throws 
new light on these proposals. 

Integration. “Integration” is a term of 
many meanings. What seems to be com- 
mon to all of them is a reduction in the 
number of entities that participate in 
the flows through which building ma- 
terials move from their points of origin 
through their points of processing to the 
point of construction. More specific is 
the implication that there are too many 
owners or too many planners in the suc- 
cessive phases of the flows. 

The data from the present study do 
not support this criticism. There were 
only 163 separate identifiable business 
entities that participated substantially in 
the ownership flows for the 43 analyzed 
products and all their antecedents. This 
is an average of less than four per prod- 
uct. In the preprocessing and postprocess- 
ing parts of the flows, the number of 
entities is substantially smaller than the 
number of products. There is thus 
neither a large number of successive 
changes in ownership nor a large num- 
ber of ownerships at each level of the 
ownership flow for the individual prod- 
ucts. Where the number is even rela- 
tively large for a specific product, it is 
usually attributable to the complexity 
of the product. 

Whether further reductions in the 
number of business entities at successive 
layers is economically feasible seems 
doubtful. The number of raw materials 
used is large; their physical points of 


origin are numerous and dispersed; and 
the differences in processes of handling 
and fabricating them are great. It must 
be remembered, furthermore, that these 
materials move into many types of con- 
struction in addition to the operative 
building of moderate-priced houses. 
Some of them are used for purposes hav- 
ing no connection with construction in 
any form. Thus, integration centered 
upon the end use of the products is not 
suitable in all instances. Only when the 
goods have been committed to houses, or 
even more specifically to medium- or 
low-cost operative built houses, does in- 
tegration of this type seem to offer pos- 
sibilities of real advantage. 

The word “seem” is important. There 
is no certainty that putting various en- 
tities under one ownership will reduce 
significantly the amount of work they do 
in assembling the materials or will make 
the units of work done less costly. Each 
case would have to be studied carefully 
on its own merits to see whether com- 
binations of ownership would in fact 
offer possibilities of eliminating ton- 
miles, dollar days, transactions, loadings, 
or unloadings or of making the planning 
of requirements easier. Alternatively, 
would they offer ways of reducing the 
amount of labor required for each of 
these units of work done? 

Modular Dimensions. Another device 
often advocated is the universal use of 
modular dimensions. Modular dimen- 
sions are a method of standardization. 
They seem to offer advantages in manu- 
facturing and in the actual construction 
of the house. Theoretically, they will 
help to set up longer production runs in 
the factories and reduce both the waste 
of materials on the site and some amount 
of cutting and fitting. In addition, they 
may permit the holding of smaller total 
stocks along the channel, reduce the work 
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of sorting that enters into loading and 
unloading, and make for simpler pro- 
cedures in pricing, buying, and selling. 
The fullest results along these lines are 
necessarily long term, however, since 
some provision must be made for non- 
module sizes as long as there is some de- 
mand for them either for construction or 
for alterations and repairs. 

Prefabrication. Another possibility for 
increasing the efficiency of house con- 
struction is to introduce a larger element 
of prefabrication. In substance, this 
means a combination of two things: (1) 
The house should be brought to the site 
in a smaller number of pieces, each of 
which is an assembly of parts put to- 
gether in afactory. (2) Lumber and other 
materials should be cut to size at a fac- 
tory or yard rather than at the building 
site. Both kinds of prefabrication can 
affect all the variables in the present 
study. 

It should be noted first that, in an ab- 
solute sense, there is already a great deal 
of prefabrication in the example house. 
What arrives on the site is not piles of 
logs, rocks, ore, clay, sand, and the like 


in their original form. Each of these ma- - 


terials has been processed, if only to the 
extent of cleaning and sorting. The true 
problem is thus not, as it is sometimes 
stated, ‘what would be the effects of in- 
troducing prefabrication?” but rather, 
“how can prefabrication be extended, 
and what would be the effects of extend- 
ing it?” 

Effects of Prefabrication Upon Units 
of Marketing Work. Much of the exam- 
ple house cannot be prefabricated by 
commercially feasible methods. This is 
true because more than go per cent of 
the weight of the house is in the products 
of nonmetallic minerals and some of 
these must be assembled on the site be- 
fore a prefabricated house or prefabri- 


cated units can be put in place. Impor- 
tant in this regard are the foundation 
walls and the cellar floor. Most of the 
other products of nonmetallic minerals 
are used as an incident to the wet-wall 
construction of the interior walls and 
partitions, which must be done on the 
spot. Prefabrication can thus have no 
very significant effect upon the quantities 
here measured so long as it is restricted 
to what can be done with the house as 
specified in this study. 

The effects of introducing large ele- 
ments of prefabrication upon the quanti- 
ties here measured must therefore be a 
composite result of changing both the 
specifications for the house and the point 
or points in the channels at which ma- 
terials are assembled. {f the house is 
placed on a full cellar with a cement 
floor, more than one third of the tonnage 
will evade prefabrication, no matter 
what is done to the rest of the house. The 
components of the foundation and cellar 
are made of materials that move short 
distances, however, so that they are re- 
sponsible for only about 5 per cent of 
the ton-miles. 

With more extensive prefabrication, 
ton-miles might drop, partly because it is 
likely that somewhat lighter materials 
would be used and partly because the 
waste accumulated in construction would 
be taken out earlier in the flow. This 
end result is not certain, however, since 
ton-miles are affected by distance as well 
as by weight, and transfer of the assembly 
task from site to factory might entail 
transportation through longer distances 
as the goods moved about among more 
factories in the course of processing. 

What prefabrication would do to ton- 
nages and ton-miles for an entire house 
cannot be determined without a detailed 
analysis of specific houses and specific 
types and degrees of prefabrication. The 
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cost of the components delivered to the 
site presumably would increase, since a 
large part of the labor otherwise devoted 
to on-site assembly would have gone into 
the house at one or more factories. Fur- 
thermore, the time elapsed between ex- 
traction and delivery to the site would 
presumably increase so that a substan- 
tially larger number of dollar days would 
have been accumulated by the time the 
house arrived at the site. There is no way 
to tell how the number of places, move- 
ments, business entities, and transactions 
would be affected other than by making 
a detailed analysis of specific houses. 

It is not unlikely, however, that the 
marketing work as thus measured would 
increase rather than decrease because of 
the introduction of one or more addi- 
tional fabricating plants into the various 
flows. If the plants served large areas 
in order to achieve economies of large- 
scale processing, considerable backhaul- 
ing would be likely. Marketing costs 
might also be substantially increased be- 
cause higher rates per ton-mile are asso- 
ciated with more highly fabricated prod- 
ucts. In short, an important part of the 
work associated with the marketing of 
the prefabricated unit may well be in 
addition to, rather than in lieu of, that 
of marketing the materials. 

Further studies will be needed to test 
this hypothesis. All the present study can 
do is to indicate that because of the econ- 
omies of effort extant in marketing ma- 
terials in a direct line to the erection site, 
greater prefabrication might add sub- 
stantially tothe marketing work required 
as well as to the cost of doing it. 

Present Elements of Standardization. 


As we have said, debates on these matters 
tend to overlook the very important fact 
that operative building, which provides 
the bulk of the medium-cost and low-cost 
housing in an area such as Philadelphia, 
already incorporates large elements of 
standardization. It is based upon pur- 
chase, sale, movement, and storage in 
large lots and emphasizes the use of a 
limited number of components from 
among those available. There is already 
a considerable degree of specialization 
by enterprises set up to serve this specific 
market. Examples were uncovered in the 
study here summarized of specialized dis- 
tributors who will not sell to buyers who 
want frequent and small deliveries, or 
expect to be financed by long credit 
terms, or ask for special types and designs 
of material for individual houses. Alter- 
natively, other distributors will do busi- 
ness with all kinds of buyers but vary 
their bases of trading and pricing. In 
either arrangement, the differences in 
cost are at least partially reflected in 
prices. 

What this all comes down to is that 
conclusions derived from looking at cus- 
tom building do not hold for the opera- 
tive building considered in the study we 
have reviewed. There is room for much 
debate over the levels of quality, taste, 
and design provided by many operative 
builders, There is no room for debate as 
to whether the operative builders and 
their suppliers have already incorporated 
into their operations many of the market- 
ing reforms proposed for them, or as to 
whether these changes already have had 
their effects upon prices and costs. 
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Greek Views 


HEN we go back into early history, 
Wwe find that the trader was not well 
regarded by society. Ail value was thought 
to come from the land, and agriculture 
and keeping of sheep and cattle were 
considered noble occupations, worthy of 
the virtuous man. Manufacturing, such 
as it was, was not ill-regarded by the phi- 
losophers, although it ranked well below 
agricultural pursuits. The trader, how- 
ever, was considered a rather immoral 
person by nature and his status was low 
indeed, as is shown in the following quo- 
tation from Plato’s The Republic: 


“Suppose, now, that a husbandman, or 
an artisan, brings some production to mar- 
ket, and he comes at a time when there is 
no one to exchange with him—is he to leave 
his calling and sit idle in the market place? 

“Not at all; he will find people there who, 
secing the want, undertake the office of 
salesman. In well-ordered States, they are 
commonly those who are the weakest in 
bodily strength, and therefore of little use 
for any other purpose; their duty is to be 
in the market, and to give money in ex- 
change for goods to those who desire to sell 
and to take money from those who desire 
to buy. 

“This want, then, creates a class of retail- 
traders in our States.”? 


* This article is part of a chapter from a forth- 
coming textbook tentatively entitled Fundamentals 
of Sales Promotion by the author and Professor Ed- 
ward L. Brink of the Wharton School. 

* Plato, The Republic, Book Il, Tr. Charles M. 
Bakewell (New York: Charles Scribner's Sons, 1928), 
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In another work (Laws XI), Plato 
would seem to recognize the value of the 
exchange function, but he fears the 
power to monopolize and make inordi- 
nate gains, which a trader with poor ethi- 
cal standards might have. He takes a dim 
view of the ethical motivations of mer- 
chants, as is shown by this quotation: 


“Retail trade in a city is not by nature 
intended to do any harm, but quite the con- 
trary; for is not he a benefactor who re- 
duces the inequalities and incommensura- 
bilities of goods to equality and common 
measure? And this is what the power of 
money accomplishes and the merchant may 
be said to be appointed for this purpose 
... they seek to satisfy our needs and 
equalize our possessions. Let us endeavor 
to see what has brought retail trade into 
ill-odor, and wherein lies the dishonor and 
unseemliness of it. . . . 

“Cle. What do you mean? 

“Ath. Dear Cleinias, the class of men is 
small—they must have been rarely gifted 
by nature and trained by education—who, 
when assailed by wants and desires, are able 
to hold out and observe moderation, and 
when they might make a great deal of 
money are sober in their wishes, and prefer 
a moderate to a large gain. But the mass of 
mankind are the very opposite: their de- 
sirts are unbounded and when they might 
gain in moderation, they prefer gains with- 
out limit; wherefore, all that relates to re- 
tail trade, and merchandise, and the keep- 
ing of taverns is denounced and numbered 
among dishonorable things.” 


* Dialogues of Plato, Laws XI, 917-20, Tr. B. Jowett 
(New York: Random House, 1937), Vol. II, pp. 658- 
59- 
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If the best men were made to follow 
the retail trade, the latter would be an 
honored occupation. However, the con- 
trary appears to be true from the follow- 
ing: “They must have as few retail trad- 
ers as possible; in the second place, they 
must assign the occupation to that class 
of men whose corruption will do the least 
injury to the state; and, in the third 
place, they must devise some way whereby 
the followers of these occupations them- 
selves will not readily fall into habits of 
unbridled shamelessness and meanness.’ 

Since retail traders will monopolize 
trade where they can and take what Plato 
viewed as excessive profits, the best plan, 
he thought, was to deny the right to be 
a merchant to the citizens of Athens—the 
latter were too valuable to be corrupted. 
Rather, trade was to be left to “metics” 
or strangers. Corruption of the moral 
fabric of the stranger would do less harm 
to the state! The latter was to come into 
the picture through strict regulatory pow- 
ers; the guardians of the law were to de- 
termine the rate of profit and fix “a mod- 
erate gain to the retail trader” very 
strigently. 

Little is said about sales promotion 
per se by the ancient philosophers. How- 
ever, it is obvious that they felt strongly 
against it. They believed that the seller 
should be passive in his business rela- 
tions—that he should sell his goods with- 
out the exercise of persuasion in any 
form. “Puffery” or “praising the goods” 
was ranked as a crime of lesser magni- 
tude but in the same class as adulteration 
of products, as is shown by the following: 


“He who sells anything in the agora 
(market) shall not ask two prices for that 
which he sells, but he shall ask one price 

. and there shall be no praising of any 
goods, or oath taken about them. If a per- 
son disobey this command, any citizen who 


* Ibid. 


is present, not being less than thirty years 
of age, may with impunity chastize and 
beat the swearer, 

“He who is proved to have sold any adul- 
terated goods, in addition to losing the 
goods themselves, shall be beaten with 
stripes—a stripe for a drachema.. . and 
the herald shall proclaim in the agora the 
offense for which he is going to be beaten.”* 


Thus, a merchant who “flattered his 
goods” or gave a guarantee with them 
(swore an oath) was in danger of being 
beaten by the nearest customer. Of 
course, there were merchants in Ancient 
Athens, and many were probably not 
beaten; it must be remembered that Pla- 
to's “Laws” proposed regulations by 
which the ideal state was to be governed. 
However, it is very revealing of the state 
of mind of the educated person in An- 
cient Greece toward trading, and what 
we would today designate as selling one’s 
goods. 

Aristotle, it would seem, also took a 
rather dim view of trading. In his Poli- 
tics we find the following observation: 


“Of the two sorts of money-making, as I 
have just said, one is a part of household 
management, the other is retail trade: the 
former is necessary and honorable, the lat- 
ter a kind of exchange which is justly cen- 
sured; for it is unnatural, and a mode by 
which men gain from one another.”’* 


This statement is important, for it re- 
veals an attitude that prevailed right 
through the medieval period of history. 
The philosophers could not conceive of 
a mutuality of benefit from a mere ex- 
change of goods, that is, that the buyer 
benefits because he gets something which 
is at the moment of greater utility to him 
than anything else on which he could 
spend the money and that the seller ben- 


* Ibid. 
* Aristotle, Politics, Tr. Benjamin Jowett (London: 
Oxford Press, 1905), Book I, No. 10, p. 45. 
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efits from the margin out of which he de- 
rives his living. To the ancients, someone 
had to come off the worse in any transac- 
tion. Unfair tactics were presumed (per- 
haps with some justification, as ethical 
standards of trade might well have been 
low in those days), as is shown in the fol- 
lowing quotation from Cicero: 


“Those who buy to sell again as soon as 
they can are to be accounted as vulgar; for 
they can make no profit except by a certain 
amount of falsehood, and nothing is meaner 
than falsehood.”"? 


Early Medieval Attitudes Toward Pro- 
motion 


The fall of Rome in the sixth century 
A.D. all but destroyed the considerable 
trade and division of labor that had de- 
veloped within the Roman Empire. The 
many small warring states or robber bar- 
ons into which the Empire disintegrated 
caused trade to shrink to very low levels. 
The manor became the prevailing eco- 
nomic unit; the village with its mile of 
surrounding countryside had necessarily 
to become self-sufficient in just about all 
requirements. The simple division of la- 
bor possible meant that the man pro- 
duced no surplus beyond his own needs. 
It was indeed an economy of scarcity. 
The simple crafts of the village pro- 
duced just enough for the village inhabit- 
ants themselves, with enough left over 
to trade for the scanty food surpluses of 
the surrounding farms, thereby feeding 
the village. Each producer marketed his 
own goods. There was no need to sell 
them since every customer was close by 
and knew intimately what was available. 

The power of the Church over the 
conduct of life and its moral and ethical 
standards was supreme. We must look, 


"Cited in Lewis H. Haney, History of Economic 
Thought (New York: The Macmillan Company, 
1936), P- 79- 


then, to official Church attitudes to de- 
termine how promotion was viewed at 
this time. 

As in Greek and Roman times, agricul- 
ture was still considered the basic indus- 
try of any economy, and it was praised. 
Manufacturing did not displease God; 
but trade could not be pleasing to the 
Deity. Material wealth was dangerous to 
spiritual welfare. 

Church philosophers had the idea of 
the “just price” or “justum pretium.” 
Value of a good was conceived to be an 
objective thing, roughly measured by the 
amount of labor that went into the arti- 
cle in question. If trading involved sell- 
ing goods above this “just price,” it was 
sinful. However, St. Thomas Aquinas, 
that repository of medieval thought, said 


that a man might charge more than he 


had paid for a good “either because he 
has improved the article in some respect, 
or because the price of the article has 
been changed on account of difference in 
time or place, or on account of the dan- 
ger to which he exposes himself in trans- 
ferring the article from place to place, 
or in causing it to be transferred.”* 

Thus, there was some recognition of 
the marketing functions of transporta- 
tion, storage, and risk, a significant fact 
sometimes overlooked. However, the me- 
dieval philosophers would give no recog- 
nition to the demand-creation function, 
nor would they sanction the taking of 
profit any more than they would sanction 
charging interest on money.® 


Later Medieval and Renaissance Period 


Under the stimulus of the Crusades 
and reopening of commerce with the 


* Quaestio, xxvii, Art. iv, Opera XIX, p.181. 

* Aristotle had declared, “money is sterile, there- 
fore money cannot breed money.” This view was 
incorporated into the ethics of the early Church: 
no Christian could charge interest for the use of 
money without being put in jeopardy of his im- 
mortal soul. 
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East, a revival of learning took place in 
Europe. Men renewed their interest in 
the world about them. The relative self- 
sufficiency of the individual manor sooner 
or later gave way to exchange relation- 
ships with the town. Before towns came 
into existence, all manufacture had been 
for use, not for sale. Goods were still in 
the handicraft production stage, made by 
hand. But division of labor took place, 
which greatly increased the output of the 
artisans of the town. Goods were now 
made for sale rather than for use. The 
towns set themselves up as local market 
centers, cutting right across the old 
grouping of manors.’® As soon as goods 
began to be produced in anticipation of 
demand rather than on order, a need 
arose for specialized people to perform 
the marketing functions. Several varie- 
ties of middlemen evolved, but there is 
still some doubt as to whether there were 
out-and-out middlemen at this time. 
Most middlemen, it seems, had not yet 
divorced themselves from a _ certain 
amount of manufacturing or even agri- 
cultural production. 

The lines of demarcation between 
types of merchants in the Middle Ages 
were social as well as economic. The 
chapman or peddler was the first door- 
to-door salesman. He gathered up surplus 
local produce from the farmers and sold 
it to the townspeople and, in turn, bought 
stocks of goods manufactured in a town 
and carried them to the country areas in 
a pack for sale.'* Above the peddler was 
the shopkeeper of the town. Next in line 
was the merchant, who is the lineal an- 
cestor of the wholesaler and foreign 


*C. G. Crump and E. F. Jacob, The Legacy of 
the Middle Ages (Oxford, Clarendon Press, 1926), 


P- 435- 

Ibid., p. 440. 

™ Ray B. Westerfield, Middlemen in English Busi- 
ness (New Haven: Yale University Press, 1915), p. 
$34. 


trader. He not only retailed goods from 
his store but kept a warehouse from 
which he supplied other retailers. The 
merchant often did business over large 
areas, trading in goods from other coun- 
tries as well as in domestic products. Pro- 
fessor Hess gives the picture of Vicko 
Von Geldersen, a draper of Hamburg, 
who imported wholesale cloth and sold 
it both wholesale and retail. ‘He made 
use of his connections with Bruges, 
which was the great cloth market, to send 
there for sale iron, honey, meat, butter 
and to get in return oil, spices, and figs, 
which were then sold to the smaller deal- 
ers in many cities in Germany. It was 
through the merchant class that modern 
partnership association and later corpo- 
rations 

One of the characteristics of later me- 
dieval life was the guild. The guild was 
an association of artisans or merchants in 
a given line who united for purposes 
of maintaining standards, keeping up 
prices and keeping down competition 
between members. Guilds prided them- 
selves on giving an official guarantee of 
the quality of goods to their customers. 
Hence, they made and enforced compli- 
cated regulations for the prevention of 
bad work. Renard gives a specific descrip- 
tion of this close regulation as applied 
by several guilds. “Hence the minute in- 
structions prescribing the number of vats 
into which the Florentine dyer was to 
dip his materials and the quantity and 
quality of the coloring matters he was to 
employ; the size of the meshes in the nets 
which the Roman fisherman was to cast 
into the Tiber; the length of the pieces 
of linen to be woven by the Parisian 
spinner, regulated by that of the table- 
cloths—which covered the table of ‘Good 
King Philip’; of the color and size of the 


*™ Herbert W. Hess, Creative Salesmanship (Phil- 
adelphia: J. B. Lippincott Co., 1929), p. 19. 
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garments which the silk makers of Con- 
stantinople were to make.’’!* All that de- 
ceived the buyer was also forbidden.”® 

This aspect of guild regulation was 
most laudable. But certain other facets 
were not. Invariably, the guilds united 
competitors, with the natural result that 
competition was severely regulated and 
prices were fixed. Often, a town or 
county was reserved exclusively for the 
members, and trade by strangers was pro- 
hibited.’ Lambert shows a typical regu- 
lation: ‘“‘No merchant who is not of the 
liberty of the city shall sell by retail any 
wine or other merchandise within the 
city or the suburbs.”'? No member might 
cut prices below what the guild officials 
deemed “‘fair,” that is, fair to the mem- 
bers, not to the public. 

Of great interest to the student of pro- 
motion is the attitude of the typical 
guild, whether artisan or merchant guild, 
toward promotion. The guild member 
was to sit passively by and wait for cus- 
tomers, for active promotion was consid- 
ered to be unfair competition tanta- 
mount to “‘stealing’”’ the other members’ 
livelihood. Renard spells this out: 


“Again, it was forbidden to monopolize 
customers, to invite into your shop the peo- 
ple who had stopped before a neighbor's 
display of goods, to call in passers-by, or 
send a piece of cloth on approbation to a 
customer's house. All individual advertise- 
ment was looked on as tending to the detri- 
ment of others. The Florentine innkeeper, 
who gave wine or food to a stranger with 
the object of attracting him to his hostelry 
was liable to a fine. Equally open to pun- 
ishment was the merchant who obtained 
possession of another man’s shop by offer- 


“ Georges Renard, Guilds in the Middle Ages, Tr. 
C. D. H. Cole (London: G, Bell & Sons, Ltd., 1919), 


» gt. 
* [bid., p. 94- 

“ J. Malet Lambert, Two Thousand Years of Guild 
Life (London: A. Brown & Sons, 1891), p. 94. 

" Ibid., p. 87. 


ing the landlord a higher rent. Any bonus 
offered a buyer was considered an unlawful 
and dishonest bait.’’!* 


The Renaissance and the Industrial Rev- 
olution 


With the coming of the Renaissance, it 
is obvious that the guild system was 
doomed to extinction, although the de- 
cline was fairly slow over the sixteenth 
and seventeenth centuries. The city econ- 
omy was gradually replaced by the na- 
tional economy. International trade be- 
came increasingly important; foreign 
products began to compete with those of 
domestic manufacture. Rising standards 
of living caused consumers to demand a 
wider range of products than could be 
satisfied by the local artisans and traders. 
The freeing of men’s minds gave rise to 
invention, which in turn made machine 
technology feasible. The outpouring of 
products initiated by the industrial revo- 
lution made it necessary to tap distant 
markets. This, in turn, emphasized the 
importance of the marketing process and 
broke down the sanctions against freer 
trade and, significantly, against advertis- 
ing and selling the goods. Capitalism, 
which had hitherto been confined to a 
few towns, received an impetus and de- 
veloped with unexpected vigor. Renard 
points out that “great” commerce, which 
spread over a great area, created ex- 
changes and banks and great financial 
institutions for the circulation of capital. 
“It formed great companies which under- 
took to exploit the resources of new 
countries, it accelerated transport and 
built up in the press a valuable instru- 
ment for the spread of information and 
for advertisement.”!* 

With the decline of the guild system, 
however, the influence of the business- 


™* Renard, op. cit., p. 42. 
* Ibid., p. 77. 
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man and merchant did not decline; 
rather, it was enhanced, for the newer 
trading classes rapidly acquired money 
and the influence that goes with money. 
In most western European countries, the 
power of the central state was increasing. 
The respective monarchs found useful 
allies in the businessmen in consolidat- 
ing and centralizing their power at the 
expense of the old feudal landholding 
aristocracy. Increased privileges resulted 
for the trading classes. At the same time, 
many of the old ways of looking at things 
were changing. Sales promotion processes 
were no longer considered immoral or, 
at best, unfair competition. No longer was 
the trader considered, as he had been 
since ancient days, as the least important 
member of society—one who was the 
weakest in the community and who could 
do nothing more useful such as growing 
crops, tending flocks, or making things. 
Rather, he gradually gained power and 
status until, by the seventeenth and 
eighteenth centuries, his class could con- 


stitute a threat to the monarchical sys- 
tem itself. 

As capitalism spread and grew through- 
out the Western world, the function of 
selling was enhanced, for how can you 
continue to produce more and more 
goods without finding those who will buy 
them? The necessity for promotion be- 
came apparent to all and with it came a 
reappraisal of the position of the sales- 
man and the advertiser. The mid-Victo- 
rian gentlewoman would still look down 
her nose at those who made their money 
in trade. But times were changing, espe- 
cially in the new world where a new or- 
der of society was emerging. There was 
still much criticism, of the promotion 
process; economists particularly leveled 
withering criticism against it. Many old- 
time manufacturers still felt it beneath 
their dignity to proclaim the merits of 
their products in the marketplace. But 
by the early part of the twentieth cen- 
tury, most of the community accepted the 
salesman, advertising man, and publicist 
as useful and necessary members of 
society, 


ANNOUNCEMENT OF ALPHA 
KAPPA PSI AWARD 


Robert Ferber was voted the Alpha Kappa Psi 
Award for his article “Sales Forecasting by Sample 
Surveys” that appeared in the July 1955 issue of THE 
JOURNAL OF MARKETING. Dr. Ferber is Associate Di- 
rector of the Bureau of Economic and Business Re- 
search at the University of Illinois. The Alpha Kappa 
Psi Award of $100 is given to the author of the 
article appearing in THE JOURNAL during the previous 
year adjudged as most worth while by THE JOURNAL'S 
Board of Editors. 
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ORGANIZING FOR MARKETING PLANNING 


REMARKABLE paradox of American busi- 
A ness today is the contrast between the 
publicly admitted need for better market- 
ing planning and the actual status of mar- 
keting planning. The fact is that planning, 
with a few notable exceptions, is rated a 
second-class activity in the typical corporate 
sales setup. This is partly because the typi- 
cal top sales executive has been promoted 
through the ranks of the line field sales or- 
ganization and has, therefore, usually had 
little direct experience with organized plan- 
ning activities. 

Second, as businesses grow in size, mar- 
keting executives find themselves engaged 
more and more in conferences, solving ur- 
gent immediate problems, traveling, read- 
ing of mail and reports, and supervision of 
subordinates. They find less and less time 
for the investigation and thinking so neces- 
sary to good planning. Third, planning is 
hard to do; it takes rigorous mental work 
which many people find a burdensome op- 
eration. Then, too, some companies have 
operated in industries whose growth has car- 
ried them along with little past need for 
planning. 

Most companies could benefit from a re- 
view of their marketing setups to see 
whether they have provided for the kinds 
and quality of marketing planning that will 
ensure their future in an increasingly com- 
petitive economy. 


What Marketing Planning Can Contribute 

Here are some of the major ways in which 
marketing planning can assist management: 

(1) Freeing sales executives. By relying 
on staff personnel to concentrate on the 
planning aspects of the sales management 
job, line sales executives are freed to concen- 
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trate on volume-getting activities. 

(2) Improving company profits. In a 
tough competitive industry, a business can- 
not rely on decisions by hunches if it is to 
have a secure and profitable future. Analysis 
of alternatives is the only means of finding 
out which will produce more profits than 
others. 

(3) Ensuring the company’s long-range 
competitive position. Busy line executives, 
burdened with day-to-day activities, rarely 
have time for reflection on the long-range 
effects of new developments. Capable staff 
people with time to run down reports on 
new products and market changes, to study 
trends, and to think through their effects on 
the company’s position can mean the dif- 
ference between long-term success or failure 
for the company. 


Areas For Marketing Planning 


Most companies could improve their 
profits by an organized approach to planning 
in the following areas: 


(1) Sales and advertising program plan- 
ning. This planning activity is primarily 
concerned with short-range plans (usually 
no more than a year ahead) for such things 
as promotion, contests, advertising media 
and schedules, new markets to be entered, 
and sales and advertising budgets. 

Many companies perform this type of 
planning effectively. This is apparently be- 
cause it has to be done in some form to pre- 
pare marketing budgets for management; it 
is also an area with which marketing execu- 
tives are intimately acquainted; and it re- 
quires less coordination with other depart- 
ments of the business than many other types 
of planning. 
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(2) Market research. Common activities 
in the market research area are deterinining 
potentials for present and proposed prod- 
ucts by market, plotting changes in markets, 
measuring the company’s and competitors’ 
shares of market, determining customer uses 
of products, and planning for new product 
tests and measuring results. 

(3) Distribution planning. Distribution 
planning is concerned with where and how 
a company should distribute its products to 
obtain maximum volume and profits. It 
utilizes much of the data developed through 
market research techniques. It is mentioned 
here as a separate function, however, for 
purposes of emphasis. 

As markets change, as distribution pat- 
terns within industries change, and as new 
product lines are added, a company must be 
alert to the effects of these changes on its 
own distribution plans and methods. Plan- 
ning in this area is the prime concern of 
marketing but may also affect the manufac- 
turing department with respect to produc- 
tion planning, plant and warehouse loca- 
tions, packaging, etc. 

(4) Sales forecasting. Sales forecasting 
provides the foundation for most other 
planning. Short-range sales forecasts pro- 
vide the basis for manufacturing schedules 
and manpower needs, sales controls, pur- 
chasing requirements, inventory needs, and 
working capital and profit forecasts. Long- 
range sales forecasts provide the basis for fa- 
cilities planning, capital investment, re- 
search needs, and organization and person- 
nel planning. 

While sales forecasting can never be an 
exact science, it can be reasonably accurate 
within practical limits. The more accurately 
it is done, the greater are the profits. 

Sales forecasting should be carried on con- 
tinuously. Since many of the factors enter- 
ing into forecasts are subject to change, 
forecasts themselves must be adjusted regu- 
larly if they are to be of value. When fore- 
casts are not adjusted with changes in con- 
ditions, manufacturing and other depart- 
ments tend to take matters into their own 
hands and make their own estimates of the 
situation. The damage to profits can be al- 


most as serious as when no forecasting is 
done at all. 

(5) Product line planning. One lesson 
American business has learned well is that 
product lines cannot remain static. Current 
products must be improved constantly to 
meet competition and new customer needs, 
New products must be added to replace 
those that become obsolete. Difficult deci- 
sions must frequently be made as to whether 
to drop low-volume or low-profit products. 

Because of its closeness to the customer 
and competition, the sales department is in 
an excellent position to sense situations that 
require adjustments in the product line, Un- 
less the chief marketing executive provides 
for continuous market research and plan- 
ning in this area, the long-range volume and 
profit position of the company may be en- 
dangered. 

(6) Inventory planning. Finished inven- 
tories are properly the responsibility of the 
marketing side of the business. Marketing 
must be sure that inventories are available 
in the right place at the right time to pro- 
vide satisfactory customer service. At the 
same time, inventories in excess of require- 
ments are costly. They tie up capital—cap- 
ital for which the company is paying inter- 
est or capital that could be invested else- 
where at a profit. 

Important as the cost of capital invested 
in inventories is, however, a common fault 
of company management is to look only at 
the size of the investment in inventories 
and, if it seems high, to order an arbitrary 
percentage reduction in finished inven- 
tories. But this overlooks the fact that in- 
vestment in inventories may be less costly 
than investment in facilities required to 
meet peak production periods. 

(7) Pricing planning. Marketing develop- 
ments in the past few years have played 
havoc with long-established pricing policies. 
The widespread discount pricing of con- 
sumer products by retailers and discount 
houses is a well-known illustration. General 
Electric's decision to discontinue list prices 
on its major appliances and reduce prices 
and margins on its small appliances, 
R.C.A.’s dramatic reductions of up to 40 per 
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cent in its long-established prices for long- 
playing phonograph records, and Westing- 
house's decision to abandon fair-trade pric- 
ing of its appliances are also examples. 

(8) Credit planning. The increasing use 
of consumer credit has brought about a 
need for planning in an area formerly of in- 
terest to only a handful of industries. In the 
oil industry, for example, consumer credit 
was only a minor factor until recently. Now 
the number of credit accounts for the larger 
companies runs into the millions. Questions 
of whether to use credit, how far to extend 
it, and whether to finance through company 
funds or through lending institutions—all 
are problems offering important areas for 
study. 

Closely allied are the questions arising in 
the areas of distributor and dealer financ- 
ing. Ihe frozen food industry—in order to 
build a distribution system for its products 
—found it necessary, in effect, to finance dis- 
tributors through liberal inventory credit 
terms. Some tire companies assist new deal- 
ers to finance their inventories in order to 
broaden their dealer selection base. Electri- 
cal supply distributors’ inventories are 
placed on consignment by some electrical 
manufacturers. Such practices can tie up siz- 
able amounts of the company’s capital and 
as a result pose the need for striking a deli- 
cate balance between cost to the company 
and the sales advantage to be gained. 

(9) Profit planning. ‘Too frequently, 
profit planning is done only by the financial 
officer or the chief executive officer. But the 
marketing area offers real opportunities to 
influence company profits. Marketing staff 
planning personnel should be trained to ap- 
ply the profit test against all programs they 
develop and to assess the effects of market- 
ing plans on capital requirements and on 
operations of other departments. 


Improving Marketing Planning 


Basically, planning is a problem of or- 
ganization. Improving it is similar to solv- 
ing any other organization problem. While 
no two companies are exactly alike, the fol- 
lowing six-step approach to improving mar- 


keting planning (or any other company 
planning) can be used by any business. 

(1) Review and clarify company objec- 
tives and policies. It is surprising how few 
company executives can list the major ob- 
jectives of their companies. Most can give 
the obvious answer—to make a profit. But 
any business, to remain successful over a 
long period of time, must have more specific 
objectives. Does it want to be large or small? 
Does it want to sell a single product or a 
diversified product line? Does it want to 
produce a one-quality line or a varied qual- 
ity and multiprice line? Does it plan to re- 
main local or regional in character, or does 
it want to market nationally or interna- 
tionally? 

(2) Identify major areas requiring or- 
ganized planning. Not even the largest com- 
panies will find it profitable to set up plan- 
ning staffs for all the marketing planning 
activities referred to earlier. A company 
manufacturing heavy machinery to order 
would have little to gain from finished in- 
ventory planning. On the other hand, a 
food or petroleum company with a heavy in- 
vestment in field inventories can obtain im- 
portant results from such planning. 

(3) Determine activities to be performed, 
Once the areas requiring organized plan- 
ning have been identified, the activities nec- 
essary to carry out the planning should be 
listed. Examples of such activities are: ob- 
taining the kinds of facts required, analyses 
of data, consultations with personnel of 
other departments, committee assignments, 
and specific reports to be prepared. 

(4) Group activities into positions and de- 
termine organization plan. This may simply 
be a case of assigning additional activities 
to already established planning units such 
as the marketing research group; or it may 
be a case of establishing new positions and 
assigning them within the existing organiza- 
tion. Whatever the organization plan, the 
mixing of major planning activities and 
line supervision activities in the same posi- 
tion should be avoided where possible. The 
qualifications needed to perform both types 
of activities effectively may be found in the 
same individual, but rare indeed is the man 
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who can wear both hats at the same time. 

(5) Staff the new positions. If planning is 
to produce profit benefits for the company, 
it must be done well by capable individuals 
who have the respect of marketing manage- 
ment and company management. 

(6) See that it works. Marketing manage- 
ment must provide supervision and direc- 
tion to its planning personnel and provide 
for coordination between marketing plan- 
ning personnel and line sales personnel. It 


must make sure that planning is directed 
along realistic lines, that it concentrates on 
top problems, and that it constantly con- 
siders the effect of plans on company profits. 
Top management, on the other hand, must 
make sure that planning carried on by vari- 
ous departments is coordinated in the best 
over-all interests of the business. 

Vicror P. 
The Hoover Company 
New Canton, Ohio 


EFFECT OF A PLANNED SHOPPING CENTER 
ON AN OLDER CENTER SERVING 
THE SAME AREA 


TREMENDOUS amount of interest has 
A been generated in the current devel- 
opment of planned shopping centers with 
parking facilities. The phenomenal growth 
of such centers in the past several years is 
one of the outstanding retail marketing de- 
velopments of our dynamic age. 

In the process of this development, how- 
ever, very little attention has been paid to 
the older business centers existing in the 
outlying areas of our cities—centers that 
have served a large percentage of the shop- 
ping and service needs of the outlying pop- 
ulation for many years. Such centers in a 
great many cases during the past one or two 
decades have undergone a phenomenal 
growth in line with the growth of popula- 
tion in the outlying areas. 

What happens to such an older center 
when a planned shopping center opens in 
competition for the same business—business 
that comes from essentially the same area? 
Are the dire predictions of the prophets that 
the planned center will “kill” the older 
center borne out by facts? 

At the present time, there is only one 
large planned shopping center in operation 
in Cincinnati—Western Hills Plaza. This 
center opened in the fall of 1954. It has in 
operation 42 retail sales and service estab- 
lishments, among which is a junior depart- 


ment store, a large branch of a downtown 
clothing store, two supermarkets, and the 
usual types of other retail businesses found 
in such centers. It is located about one mile 
from the large Cheviot business center. 

The area served by these centers has un- 
dergone a tremendous growth in population 
in the last several decades, the township area 
showing a growth of more than 400 per 
cent. This growth has been reflected in the 
Cheviot business center, which during early 
1955 had 259 retail sales and service estab- 
lishments compared with 152 during 19$1- 
32, an increase of 101, or 67 per cent. The 
business frontage showed a much larger in- 
crease, from 4,735 feet during 1931-32 to 
11,688 feet in 1955—an increase of approx- 
imately two and one half times.’ 

The planned shopping center has park- 
ing space for 3,000 automobiles, whereas the 
Cheviot business center has a parking area 
that will accommodate about 300 automo- 
biles in addition to metered street parking. 
More than half of the off-street parking area 
is provided by the three supermarkets lo- 
cated in this center. 


* These data obtained from “Survey of Secondary 
Commercial Centers in Cincinnati 1931-32” by Wil- 
liam Applebaum. 1955 data from a more recent 
survey of Cincinnati business centers by the author 
and William Applebaum. 
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What have been the visible effects up to 
this point of the planned Western Hills 
Plaza shopping center on the older Cheviot 
business center? 


1. ‘To date there have been no closings or 
failures as a result of the opening of the 
planned center. The number of vacant 
stores in the Cheviot center has not in- 
creased during the past year. 

2. Some of the stores in Cheviot have 
moved to the new center—Singer sewing ma- 
chine, a dry cleaner, and a floor covering 
store. 

Several concerns operate in both the Wes- 
tern Hills Plaza center and Cheviot center, 
including a clothing store and a building 
and loan firm. It is felt that eventually the 
establishments that are operating in Cheviot 
will be closed. 

3. Unquestionably, the planned center 
has diverted sales from the older center. It 
is generally conceded that this diversion of 
sales was felt rather keenly during the first 
six months of operation of the new center. 


It is difficult, if not impossible, to measure 
the dollars-and-cents amount of such diver- 
sion. ‘There is no question that certain types 
of business—such as men’s and women’s 
clothing, shoe stores, and certain other shop- 
ping goods—felt the effect of the planned 
center to a greater degree than did other 
types of establishments.* 

What promotional steps have been taken 
by the Cheviot merchants to combat the ef- 
fect of the planned center? 

Prior to the opening of the new center, 
there was considerable apathy among the 
Cheviot merchants concerning the need for 
sales promotional action as a result of the 
opening of the planned center. Although 
the new center had been in the process of 
construction for almost two years, there was 


*It may be interesting to note that the 1954 U.S. 
Census of Retail Trade credits Cheviot with 112 
retail establishments doing a total sales volume of 
$11,365,000. This amount includes only those stores 
located within the city of Cheviot, whereas the 
Cheviot business center extends from Cheviot with- 
out any break for a number of blocks within the 
corporate limits of Cincinnati. 


a tendency among the Cheviot merchants to 
refuse to recognize that any change could 
possibly take place in their pattern of in- 
creasing business that they had enjoyed for 
many years. 

The impact of the opening of the planned 
center, as well as the promotions of the 
planned center for subsequent months, 
changed this attitude completely. It was 
then realized by practically everyone in 
business in the Cheviot center that vigorous 
and aggressive action was needed if the mer- 
chants there were to survive. 

As a result of this awakening, the Cheviot 
Merchants Association was formed. This 
group has sponsored a number of promo- 
tional projects such as the following: 


1. Since parking was acknowledged to be 
the biggest problem, the ground adjacent to 
an old cemetery in the heart of the business 
center was leased. The cemetery part is be- 
ing transformed into a park and the adjoin- 
ing space will be made available for parking 
110 automobiles. 

2. “White Way” street lighting (fluores- 
cent) was installed. The occasion of turning 
on the lights was seized as an opportunity 
for a big parade to publicize the event and 
also the business center. 

3. A “millionaire’s vacation contest,” con- 
sisting of an all-expense-paid trip to Flor- 
ida, was promoted for a period of several 
months. 

4. During the Christmas shopping season, 
for a period of six weeks, free bus service 
was provided to the center for residents of 
outlying communities. 

5. During the Christmas shopping season, 
there was also a vigorous Santa Claus pro- 
motion, during which three tons of boxed 
candy were given to children visiting Santa 
Claus. 

6. Trading stamps have met with more 
acceptance among Cheviot merchants than 
in any other area of Cincinnati. As a result 
of the large number of stores utilizing their 
stamps, one of the stamp companies has 
opened a redemption store in the Cheviot 
business center. 

7. A campaign of “Shop Cheviot First,” 
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incorporating bumper signs on automobiles 
and other publicity, was inaugurated to 
point out the advantages of shopping in the 
Cheviot business center. 

8. A weekly ad, which incorporated spe- 
cial feature items of all Cheviot stores, was 
run in the community newspaper. 

The attitude of the typical Cheviot mer- 
chant may be summed up as follows: 


“We have the new shopping center, and 
there’s nothing we can do about that. It’s 
going to be here for a long time. How- 
ever, that does not mean that we have to 
play dead. We have been doing business 
here in Cheviot for a long time. We did 
business before the shopping center 
opened and we intend to continue to do 
business. 

“In other words, we've got to live with 
it, we've got to adjust our thinking and 
our business to it, and the sooner we do 
this the better off we will be. . . . We feel 
that population around here is increasing 
so fast that there is enough business for us 
both. Therefore, all that we need to do is 


continue to improve our business, our 
friendly relations with our customers, and 
our service to the public so that they will 
be glad to continue to trade with us.” 


It is the opinion of the writer that this is 
a healthy, realistic attitude and that, with 
the exception of only a very small number 
of businesses which have been severely af- 
fected by the new shopping center, the vast 
majority of retail stores in the Cheviot busi- 
ness center will be able to continue to op- 
erate on a profitable basis—even though 
they may suffer a slight reduction in sales 
volume. 

Furthermore, with the continued growth 
in population of the area tributary to these 
centers and with increasing standards of liv- 
ing, with attendant increases in goods and 
services offered by retail stores, it is reason- 
able to believe that this business center will 
be able to recapture and even exceed its 
former peak sales level in the long run. 

B. L. SCHAPKER 
Cincinnati, Ohio 


A BASIC CONCEPT OF SALES CONTROL' 


F we should poll businessmen and econo- 
mists as to their appraisal of the relative 
progress made by production men and mar- 
keting men in the art of management, hon- 
ors would probably go to the former. They 
have developed many tools to increase eff- 
ciency and control costs that are not gen- 
erally found in marketing activities. These 
tools include time studies, work standards, 
job analyses and evaluations, budget con- 
trols, and many others—tools that have con- 
tributed greatly to the nation’s industrial 
development and made possible its wartime 
superiority. 

There are a number of historical factors 
that caused this dearth of similar tools in 
marketing. These factors include: 

* This article is based on a paper presented at the 


Milwaukee meetings of the American Marketing 
Association in June 1955. 


1. New geographical frontiers were being 
continuously opened on our continent dur- 
ing the formation of our economy, and this 
resulted in a demand for goods which was 
in excess of our productive capacities. This 
forced top management to think in terms of 
manufacturing improvements rather than 
marketing improvements. 

2. Early sales territories were wide flung 
with poor means of transportation and com- 
munication. This necessitated a looseness in 
sales organization and supervision that 
could not be tolerated in production work 
confined within the walls of a factory. 

3. There was constant pressure for avail. 
able capital to be invested in production 
facilities, and little remained for market 
development. This resulted in salesmen be- 
ing paid straight commissions—no sales, no 
income. Frequently, the men were required 
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to buy their samples and to guarantee cred- 
its, sometimes even to buy the goods they 
sold. 

Management used this situation as a 
vehicle for motivating its salesmen as well as 
for holding down expenses and hiding its 
own managerial shortcomings. It was and 
still is common for a sales manager to say 
to his newly hired man, “Jim, here’s your 
territory; here are the names of your cus- 
tomers; here's a catalogue and price list. Go 
out and give it all you've got. We don’t care 
what you do, how you work, just send in the 
orders. ‘The more you sell, the more you 
make; the more you make, the more we make 
—so go to it. You're in business for yourself.” 

Self-ownership fosters self-motivation and 
aggressiveness. It also fosters independence 
in thinking and action which might be det- 
rimental to the company. Although sales 
direction is possible to a degree under this 
concept, it is difficult for a manager to obtain 
concerted action through teamwork. Too 
often, 42 salesmen who “own their sales ter- 
ritories” and “are in business for themselves” 
follow 42 different lines of thought with re- 
spect to sales coverage. 

A salesman of one company refused to 
service an account because the sales commis- 
sion had been lowered for certain justifiable 
reasons. Another went to Florida for a vaca- 
tion during the height of the selling season 
because his financial needs had been tem- 
porarily satisfied. A third refused to attend 
sales meetings because they took too much of 
his personal time, and he had to absorb the 
expenses. In another company, a salesman 
had 100 prospects. He sold to only 10 of them 
and made $30,000, but he refused to allow 
his territory to be split and the remaining 
go prospects assigned to another salesman. 
Salesmen of other companies have refrained 
from making field trips when they were short 
of money or when the traveling expenses to 
them would exceed their immediate com- 
missions, even though future business would 
be profitable to them and to the company. 

A sales manager had pictures taken of each 
of his salesmen. His “star” salesman was 
photographed wearing a crown. The pic- 
tures were arranged on his office wall with 


the “‘star” salesman at the top and the other 
men below him according to their sales. The 
“star” salesman was virtually king, and 
within his royal prerogatives he submitted 
only those reports that he deemed necessary. 
That may have been all right for him, but 
many of the other salesmen who were not of 
equal caliber followed in his royal footsteps 
and faltered on their way. Too frequently, 
management plans are geared to the “star” 
salesman when they should be geared to the 
average salesman. It is through the lack of 
control of the average and less-than-average 
salesmen that losses are incurred. 

Typically, the vice president for sales di- 
vides the market into territories and entrusts 
each to the stewardship of a salesman. The 
ownership of sales territories is retained 
by the company. Salesmen are not in 
business for themselves but for the company 
and are members of a team, captained by 
management. Salaries may be paid to all 
team members—salesmen as well as presi- 
dent. In return, certain results or quota at- 
tainments are expected, with bonuses or in- 
centives paid for additional effort. Territory 
expenses are considered as maintenance ex- 
penses payable by the company just as the 
company pays factory maintenance ex- 
penscs. 

At times, companies try to combine two 
diverse concepts; they pay straight salaries 
but still tell the men they are in business for 
themselves and rely on the pride of owner- 
ship to provide adequate self-direction. A 
sales manager recently said, “I tell my sales- 
men not to blame me if their sales are down, 
if they don’t have the literature they need, 
or if they can’t get attention from the fac- 
tory. That is their responsibility and if they 
don't demand the things they need, they 
won't get them.” How much better it would 
be for management to face its responsibilities 
in a forthright manner and to operate under 
the concept that markets are a company re- 
sponsibility and the salesmen are the em- 
ployed stewards. 

A few years ago a study was made of a 
certain industry that had for many years 
followed the policy of providing little or no 
direction for its salesmen; Christmas tur- 
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keys and baseball tickets were relied upon 
to a far greater degree than planned territory 
coverage and trained personnel. It was found 
that an important segment of the industry 
was slowly contracting; it probably would 


Territory Calls Required 
A 2,330 

B 4,140 
c 960 


raise their sights to goals higher than past 
purchases. In time, they should become more 
meaningful as the salesmen thought in terms 
of potential. The estimated work loads for a 
few of the territories are shown below: 


Territory Calls Required 


D 3,750 
E 2,620 
F 3,480 


not completely die but certainly would get 
progressively worse. 

Some companies decided to give up, but 
one president decided to ride it out by plan- 
ning for aggressive selling. The selling job 
was first analyzed, the Christmas turkey was 
discarded, and a dealer-help program was 
substituted. Such call reports as the men had 
sent in were analyzed, and a tentative stand- 
ard of 1,500 expected calls per workyear 
was adopted. Sufficient reports had been re- 
ceived from a few territories to illustrate to 
the men how random or convenience calling 
wasted time and left many sales opportuni- 
ties undeveloped. For instance, ten calls had 
been made in a quarter on one customer 
with annual purchases of $1,106, while only 
four calls had been made on one with pur- 
chases of $13,757. Thus, with calls costing 
$5.50 each, selling expense in the first case 
was 22 per cent compared with .6 per cent 
in the second. The first ratio appeared to be 
far too high and the second one too low for 
safety, since about 100 competitive salesmen 
were calling on this account. 

A customer prospect audit, therefore, was 
conducted for all territories. Dealers’ names 
were listed on forms headed as shown below: 


With the salesman able to make only 1,500 
calls a year, it was obvious that all territories 
except C were too large and that C was too 
small. 

For the 17,280 calls shown above, 11 men 
at 1,500 calls per year were needed. Four new 
men were hired, the territories were re- 
aligned with sales prospects sufficiently high 
to justify coverage, an aggressive promotion 
and sales program was adopted, meaningful 
report forms were designed, the salesmen's 
calls were analyzed, and reports were passed 
back to assist them in improving their work. 

The results of this action are reflected in 
the sales indexes below (1950 sales equal 
100). 

The Remainder 


Year of the Industry The Company 


1950 
1951 
1952 
1953 


100.0 
89.3 
86.7 
72.8 


100.0 

899 
109.7 
131.5 


‘They show that by adopting an active policy 
of company responsibility for sales terri- 
tories and managing its men accordingly 
this company reversed a downward trend. 
It gained 91.5 per cent in sales, while its 
competitors lost 27.2 per cent. 


Yearly Purchases 


Calls 


Company's Share 


Estimated — 


Dealer— 
City 


Total Last Year's 
Potential Sales 


Made 
Last 
Year 


Needed for 
Satisfactory 
Coverage 


Goal for 
Coming Year 


It was recognized that the estimated po- 
tentials would be far from exact, but they 
would stimulate the salesmen’s thinking and 


Joun C, Harkness 
A. T. Kearney & Company 
Chicago 
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A CRITIQUE OF THE CUMULATIVE 
FREQUENCY METHOD FOR TESTING 
ADEQUACY OF SAMPLE SIZE 


He cumulative frequency method is 
widely used in marketing research prac- 

tice as an empirical test of the adequacy of 
sample size in judgment sampling. ‘The 
method is employed mosi often to indicate 
whether or not a predetermined sample size 
is adequate, but it finds occasional accept- 
ance for ascertaining the cut-off point in 
the collection of sample data on a “run- 
ning” basis, where there is no preset size of 
sample. The extent to which the sample is 
representative of its universe cannot, of 
course, be determined by use of the method. 
Description of Method, The basis of the 
method is that adequacy of size is reason- 
ably assured when the sample data exhibit 
stability—that is, beyond a certain point in 
size, additional cases do not, or will not, 
materially affect the cumulative values of 
statistics computed from groups of returns 
randomly ordered. As typically used in prac- 
tice and presented in the literature,’ the 
method consists of the following steps: (1) 
thoroughly shuffle all or a substantial por- 
tion of data schedules received in a sam- 
pling study so that they are in chance order; 
(2) divide the schedules into groups of equal 
or approximately equal size; (3) select one or 
more key questions or items of data to be 
tested for stability of responses, making sure 
that any significant subsamples as well as 
the gross sample are covered by such test- 
ing; (4) in each group determine the fre- 
quency of occurrence of a specified cate- 
gory of response for cach question or item; 
(5) cumulate the group frequencies and to- 
tals of schedules; (6) express the cumulative 


‘For example, L. O. Brown, Marketing and Dis- 
tribution Research, grd ed. (New York: Ronald 
Press Co., 1955), pp- $29°34; D. J. Luck and H. G. 
Wales, Marketing Research (New York: Prentice- 
Hall, Inc., 1952), pp. 293-96; and M. S. Heidings- 
field and A. B. Blankenship, Market and Marketing 
Analysis (New York: Henry Holt and Co., 1947), 
pp. 279 81. 


frequencies of occurrence as percentages of 
the cumulative group totals; and (7) chart 
the cumulative percentages, assigning per- 
centages to the Y-axis and cumulative totals 
to the X-axis of a simple line diagram. 
Criticism of Method. A moment's thought 
given to the foregoing steps is sufficient to re- 
veal that the cumulative frequency method 
has no valid theoretical foundation. Instead, 
the method exemplifies circular reasoning in 
that its application virtually assures the sta- 
bility or consistency of sample findings. The 
sine qua non of the method is Step 1, the 
shuffling of schedules to achieve chance or- 
der. Yet, it is the performance of this step 
which prevents the method from realizing its 
avowed objective.* Indeed, randomization of 
returns prior to calculation of frequencies of 
occurrence has the inescapable effect of fore- 
ing early stabilization of results. Actually, 
if data schedules could be so thoroughly 
mixed that they emerged in purely random 
order, each group of schedules would tend 
to harbor the same frequency. ‘Thorough 
mixing of schedules is, in this respect, simi- 
lar to stirring a freshly opened can of paint 


*Omission of Step 1 results essentially in an 
order-of-receipt test, or the “successive subsamples” 
method, which has enjoyed considerable popularity 
among survey researchers in many areas of the so- 
cial sciences. This method is sometimes used to ob- 
tain a running determination of sample size, but, 
like the cumulative frequency method, it is prin- 
cipally employed as a check on the adequacy of a 
predetermined size of sample. When groups of re- 
turns are tallied in order as received, the cumula- 
tive frequencies do indicate something of value in- 
sofar as stability of a preset sample is concerned. 
Oddly enough, however, the most common criticism 
of this method is that schedules are not randomized 
prior to analysis. For a discussion of the successive 
subsamples method, see Mildred Parten, Surveys, 
Polls, and Samples (New York: Harper & Brothers, 
1950), pp. $19-26. The method is critically appraised 
under the heading “rule-of-thumb” method in Rob- 
ert Ferber, Statistical Techniques in Market Re- 
search (New York: McGraw-Hill Book Co., Inc., 
1949), Pp. 156-go. 
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—the solid matter is broken up and distrib- 
uted throughout the liquid until a product 
of uniform consistency is obtained. 

Admittedly, if groups are small in size— 
for example, under 50—the possibility of 
achieving uniform frequencies on any one 
attempt at randomization is lessened. But 
departures from uniformity have nothing to 
do with adequacy of total sample size. Such 
departures are the result of insufficient shuf- 
fling and/or the vagaries of chance distribu- 
tion encountered even when shuffling is 
thorough. 

Enforced and early stabilization is abetted 
by the testing of dichotomies. Obviously, 
when only two response categories are pos- 
sible for a question, the chance of early 
stabilization is enhanced because of the ease 
of spreading only two kinds of replies evenly 
throughout the groups. Even when some- 
thing other than a dichotomous question is 
used for testing purposes, the procedure re- 
quires that it be transformed into a dichot- 
omy by the simple expedient of regarding 
one or more categories of response as “fav- 
orable” and all others as unfavorable. 

If reasonably thorough shuffling is 
achieved in Step 1, there is scarcely any 
need for carrying out the cumulative aspects 
of the method. One might venture the ob- 
servation that cumulation and comparison 
of cumulative frequencies are tantamount 
to an exercise in sheer redundancy. 

Because of its simplicity, the cumulative 
frequency method seems to be the inevitable 
choice of the amateur researcher, who fan- 
cies it a scientific tool that mitigates in part 


his use of unscientific sampling procedures. 
More unfortunate, however, the method is 
also a favorite choice of the artful researcher 
who is aware of the vacuous basis of the 
method but appreciates its graphic effective- 
ness on the sponsor of the research. Few 
sponsors or clients are sophisticated enough 
to see that the method is mere trumpery in- 
stead of a theoretically sound research de- 
vice. It is not uncommon to have sponsors 
demand to see a cumulative frequency chart 
in the research report. The writer recalls 
an experience with one business executive 
who insisted that a chart be furnished as 
soon as possible after completion of field 
interviews so that he might see the curve 
“wiggle for a bit, then level out just as 
pretty as you please.” 

Summary. This critique has stressed that 
the cumulative frequency method cannot 
possibly be a test of stability of sample re- 
sults because operation of the method itself 
insures stability within the sample. By the 
same token, the method cannot provide an 
indication of adequacy of sample size. ‘The 
method is without proper theoretical foun- 
dation and reduces in application to mere 
“playing with data.” Furthermore, the 
method is a tool of rather hazardous pro- 
pensities in the hands of some researchers; 
at best it can be regarded as furnishing 
merely window dressing for a sample sur- 
vey. In view of the criticism advanced, it is 
the contention of the writer that the cumu- 
lative frequency method should be aban- 
doned. 


Rosert B. Miner 
The Ohio State University 


UNTAPPED RURAL MARKETS 


HERE is evidence that the rural market 

has not had the sales and advertising at- 
tention it deserves. Sales programs geared 
to urban markets evidently have not devel- 
oped the rural market as rapidly or to the 
same degree. As a result, the untapped rural 
market appears to offer great possibilities to 
those marketers who will recognize it, re- 
search it, and sell it. 


To place the untapped nature of the 
rural market in the proper prospective, the 
following basic facts about the market are 
important. 

The rural market is a big market. In 1954 
it consisted of approximately 5,500,000 
families on farms and 9,991,000 families in 
towns of 2,500 or less—a good 32 per cent of 
the total United States consumer market. 
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The rural market is different. It differs 
from the urban market in several important 
aspects. It differs significantly in location. 
Northeastern United States, which includes 
31.6 per cent of the urban market, has only 
16.4 per cent of the rural market; the north 
central area has 29.3 per cent of the urban 
market and 30.9 per cent of the rural mar- 
ket; the South, which has only 23.6 per cent 
of the urban market, has 40.8 per cent of the 
rural market; and the West, with 15.5 per 
cent of the urban market, has 11.9 per cent 
of the rural market. 

It differs in population and income char- 
acteristics and trends. ‘The rural market 
ranks below the urban market with both 
fewer families and somewhat less income 
per family. The rural market isn't growing 
as fast in population as the urban market, 
but it is not nearly so far in debt as the ur- 
ban market. While the net effect of these 
differences is difficult to evaluate, estimates 
are that this rural market has 65, billion dol- 
lars per year to spend,’ which is enough 
money to make a lot of cash registers ring. 

Market research data indicate that the 
rural market differs from the urban market 
in its acceptance of products designed to 
make life easier and pleasanter. The rural 
market is substantially untapped for many of 
these items, and there are wide differences 
in degree of acceptance of items by areas. 

A more detailed analysis? of the extent to 
which the rural market is untapped by 
product and by area indicates that the fol- 
lowing factors are of major importance in 
accounting for these various differences. (1) 
How recently the rural home has obtained 
the use of utility services such as running 
water, gas, and electricity. (2) Income. (3) 


1 Based on data from Survey of Current Business, 
March 1955, U. S. Department of Commerce, and 
Current Population Reports, U. $8. Department of 
Commerce. 

* Data from the following sources: 1950 and 1954 
Censuses of Agriculture, Department of Agriculture; 
1950 Census of Housing, Department of Commerce; 
surveys by various farm and small-town publica- 
tions relating to appliances and fuels—Household 
Magatine, Midwest Farm Paper Unit, Progressive 
Farmer, Capper’s Farmer; and Farm Petroleum 
Market Surveys by 16 farm publications covering 36 
states. 


How successful marketers have been in over- 
coming the apparent tendency on the part 
of this segment of the population to resist 
change or to get along with what they have. 
“Keeping up with the Joneses” does not 
seem to be as strongly motivating in this 
area as it is in urban areas. Appeals that 
motivate purchases in the urban market are 
frequently not effective in the rural market. 
The rural family, particularly the farmer, 
appears to be a more conservative buyer 
than his more emotional urban cousin. (4) 
How successful the marketer has been in es- 
tablishing sales contact with the rural mar- 
ket, both through advertising and personal 
sales solicitation. The rural market is a 
widely scattered one and appears to have 
different reading, listening, viewing, and 
shopping habits than the urban market. 
Small towners and farmers read different 
newspapers and magazines, listen to differ- 
ent radio stations and programs, and are 
just beginning to become TV addicts. Be- 
cause of these differences, methods and 
means used to reach urban markets do not 
necessarily reach the rural market effec- 
tively. Yet, this market probably needs more 
intensive advertising contacts because rural 
people are not as likely to be exposed to 
products in handsome modern showrooms. 

The following data have been selected 
from the above-noted sources to show both 
that the rural market can be tapped and 
that for many products it has not been 
tapped. 

One indication that the rural market can 
be tapped is the automotive field. On farms 
78 per cent of the families own cars and in 
small towns the percentage is even higher 
at 80 per cent, whereas the urban percentage 
is only 69 per cent.® 

Another example is the cooking range. 
Rural homes have always had as large a per- 
centage of ranges as urban homes, but in 
1950 49 per cent of rural homes were cook- 
ing with old-fashioned fuels as compared 


* While it is true that cars are more of a necessity 
on farms than in cities, the differential is neverthe- 
less noteworthy because there are a great many 
farms with both cars and trucks which could get 
along without one or the other. 
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with only 14 per cent of the urban homes. 
However, recent surveys indicate that 80 to 
go per cent of farm homes now have ranges 
using modern fuels. A further indication of 
the fact that this rural market can be tapped 
is the fact that the electric range, which is 
not an inexpensive piece of merchandise, is 
now in use in 45 to 70 per cent of the farm 
and small-town homes in several states. 

Still another example is the rapid growth 
of home freezers in rural homes. Saturation 
has grown within a five-year period from 
practically nothing to 48 per cent of the 
upper midwest farms and go per cent of 
homes in small towns. In the South, progress 
is slower and saturation has only reached 
18 per cent. 

Power washing machines have done well 
in the rural market, with g5-per cent satura- 
tion in small towns and g8-per cent satura- 
tion in the midwest farms, though southern 
farms lag somewhat with 66-per cent satura- 
tion. But this product also offers a good ex- 
ample of an untapped potential in the rural 
market, for 80 to 85 per cent of these ma- 
chines are the old-fashioned wringer type. 

The automatic clothes dryer has not been 
nearly so successful, with only 5- to 10-per 
cent saturation in smal] towns and upper 
midwest farms in 1954. Evidently the right 
rural market nerve has not been touched 
for this appliance. 

Water systems and water heaters are an 
important untapped rural market indicator. 
In 1950, 96 per cent of urban homes had 
water systems and 86 per cent had water 
heaters. Corresponding figures for the rural] 
market were 58 per cent and 42 per cent. 
Since 1950, the percentage of homes with 
water systems in the rural market has in- 
creased to the 70- to 80-per cent level (the 
1954 Census of Agriculture shows that satu- 
ration ranges from slightly less than 50 per 
cent on Southern farms to about 85 per cent 
in the West) and water heaters to the 60- to 
7o-per cent level. 

Bathroom fixtures are a surprising in- 
stance of an untapped rural market. In 
1950, only slightly more than one half of 
the 58 per cent of rural homes with water 
systems had modern bathrooms. In the ur- 


ban market, more than 80 per cent of the 
homes have accepted such fixtures. 

The appliance with probably the greatest 
untapped rural market is the incinerator or 
garbage disposal. More than gs, per cent of 
rural homes are waiting to be sold this type 
of item in small towns and on farms. 

An interesting contrast in saturation of 
the rural market is provided by TV and air 
conditioning. Both have made substantially 
less progress in the rural market than in the 
urban market. Even more interesting is the 
fact that, though TV signals do not reach 
all rural areas and the two products entered 
the rural market at approximately the same 
time and sell in the same price range, TV 
has tapped the rural market in the go- to 
6o-per cent range, whereas air conditioning 
has only been able to obtain a saturation of 
1 to 5 per cent. 

Another major appliance with a tremen- 
dous potential is the dishwasher. Farm pub- 
lication surveys indicate that in 1955 this 
convenience had a saturation of only 1 to 5 
per cent in the rural market. 

Differences in rural acceptance of small 
electrical appliances also show interesting 
contrasts. ‘Ihe sewing machine has a repre- 
sentation of about go per cent in rural 
homes, but more than 50 per cent of these 
~—particularly in the farm areas—are old- 
styled treadle machines, indicating a sub- 
stantial market for electrical machines. 
Toasters and food mixers have saturations 
in the 70- to 85-per cent range, waffle irons 
and coffee pots in the §5- to 50-per cent 
range, and electric roasters in the 10- to 15- 
per cent range. In the South, saturations are 
only one half to one third as great. 

The home heating market seems to be 
substantially untapped in rural areas, At 
the time of the 1950 census, 63 per cent of 
rural homes were still using old-fashioned 
heating fuels as compared with only 42 per 
cent in the urban market. Also, a large per- 
centage of rural homes (74 per cent) were 
using room-type, noncentral equipment as 
compared with only 26 per cent in the ur- 
ban areas. Consumer preference studies 
show a substantial interest in modern heat- 
ing equipment in rural areas. 
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An interesting recent study may throw 
some light on why the rural markets for 
many products are untapped. Consumer 
studies by the LP-gas industry indicated 
that LP-gas water heaters were not obtain- 
ing a proportionate share of the rural mar- 
ket. This was entirely the reverse of the situ- 
ation in urban areas where gas water heaters 
had widely outsold competitive products. A 
motivation study indicated that rural home 
owners were familiar with the sales themes 
the LP-gas industry had been stressing, but 
that the impact of these themes was com- 
pletely offset by an unwarranted fear of the 
safety of the appliance and a very strong 
feeling that the appliance was dirty. A buy- 
ing-practice study indicated that a substan- 
tial majority of rural families purchased 
their water heaters at the same time they 
purchased their water system and that, since 
a large majority of the water system con- 


tractors were also electrical contractors, 
competitive heaters were being installed. 
The application of these findings to indus- 
try advertising themes and sales plans has 
substantially improved the effectiveness of 
the industry's water heater sales program. 

These comparisons provide specific indi- 
cations that advertising and sales appeals 
which have worked in the urban markets 
have not reached, have not been accepted, 
or have not motivated in the rural market. 
The differences between these markets evi- 
dently are so large that it seems impor- 
tant, in making plans to tap the untapped 
rural market, to determine how they might 
affect sales and advertising plans. 


W. R. Lunp 
Warren Petroleum Corporation 
Tulsa, Oklahoma 


ADDITIONAL THOUGHTS ON OBTAINING 
TOURIST DATA 


N a recent article in the Forum, Profes- 
I sor Waugh discusses certain methods 
and procedures for obtaining more reliable 
data on tourist expenditures. He points to 
the flaws in the mail-questionnaire ap- 
proach and suggests the advantages of an al- 
ternative personal-interview method. Al- 
though the personal interview may have ad- 
vantages over the mail study and has there- 
fore been employed in our work, it does not 
necessarily follow that a personal-interview 
study will produce valid or reliable results. 
In either case, it is necessary to select a sam- 
ple representative of the universe. This may 
appear obvious. Yet, the many difficulties 
encountered in defining the population too 
frequently lead to invalid results. For ex- 
ample, the implication made by Professor 
Waugh that a sample drawn from “occu- 
pants of various types of establishments—ho- 
tels, motels, dude and guest ranches, resort 


* Robert E. Waugh, “Increasing the Validity and 
Reliability of Tourist Data,” THE JOURNAL OF MAR- 
KETING, Vol. XX, No. 3, January 1956, pp. 286-88. 


hotels, and trailer courts”—will produce the 
desired result because, “unless the tourist is 
towing a trailer, he has to find accommoda- 
tions overnight” is subject to serious ques- 
tion. This assumption may frequently be 
made but it will probably not provide the 
validity or reliability desired by the re- 
searcher since it may not be representative 
of the universe. 

In a study of the tourists vacationing in 
Colorado during 1955 (published in Febru- 
ary 1956 under the title, The Tourist and 
Colorado), it was found that the average ex- 
penditure per tourist day was $7.91 and that 
the average spent by him during his entire 
stay in the state was $64.05. Had the sample 
been based upon those staying in the previ- 
ously mentioned types of overnight accom- 
modations, the daily average per tourist 
would have been $9.08 and the per-stay-in- 
state average would have been $72.65. 

Why? A large percentage of tourists vaca- 
tioning in all parts of the nation do not seek 
these overnight accommodations. Instead, 
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the most popular type of tourist resort today 
is the home of a friend or relative. In Colo- 
rado 40 per cent of the tourists stay in such 
homes rather than in a motel, dude ranch, 
hotel, tourist home, trailer, resort hotel, or 
tent. Colorado is not peculiar. Nationwide 
studies, such as those made by the Curtis 
Publishing Company, indicate that the 
same general picture is true throughout the 
United States. To omit this important seg- 
ment from the sample is to introduce seri- 
ous bias. 

A sample can be designed based upon 
Professor Waugh’s approach, but problems 
are present. To start, it may be difficult to 
obtain a complete list of places where tour- 
ists could spend a night. Consider the case 
of the privately owned vacation cabin or un- 
licensed tourist home. Without such a list, 
it might be difficult to draw the sample. 

The major problem is, however, the many 
who stay with friends or relatives. Even dur- 
ing the peak of the summer season in a tour- 
ist state such as Colorado, homes in which 
such visitors can be found represent but a 
small portion of the total. It would proba- 
bly be necessary to knock on twenty doors 
to find one home with such a visitor. In the 
spring, fall, or winter or in other parts of 
the nation where the ratio of visitors to 
permanent population is below the Colo- 
rado peak level, it would undoubtedly take 
more leg work. But to increase the problem, 
tourists visiting friends are frequently en- 
tertained. In Colorado this may mean a 
day’s trip into the mountains, returning late 
in the evening. The result is that the parties 
desired would be the parties away from 
home when the interviewer knocks. Could 


we expect to find one home with visitors 
available to the interviewer in every fifty 
even during the peak of the season? Yet, it 
must be remembered that these visitors stay- 
ing with friends and relatives will spend a 
considerable amount for food, meals, gaso- 
line, and many other items, However, their 
activities may differ considerably from the 
other visitors. 

In many areas, local or state residents rep- 
resent a significant part of the over-all tour- 
ist business. Obviously, a house-to-house 
canvass could not include persons of this 
type because the very ones desired would be 
the ones away from home, vacationing in 
some other part of the state. Possibly they 
would be picked up in the other subsample 
of guests at hotels, resorts, motels, etc. Or, 
a recall technique might be employed. 

In brief, it appears that it might be desira- 
ble to seek some alternative method of sam- 
ple selection. This has been done in various 
studies. However, the purpose of these com- 
ments is not to suggest some alternative 
method but merely to point to the problems 
existing in the use of sampling of accom- 
modations. 

To obtain the desired validity in this 
field, considerable thought and work will be 
required. We cannot quarrel with Professor 
Waugh's plea that something be done to in- 
crease the validity of tourist data. Instead, 
we can only hope that more will follow his 
lead and express their own ideas on this sub- 
ject. Out of such may evolve techniques that 
will result in the desired reliability. 


L. J. CRAMPON 
University of Colorado 


IMPROVING GOVERNMENT MARKETING DATA' 


ow can government statistics be im- 
H proved? National government agencies 
have expanded and improved numerous 
statistical series without increased funds, but 
major improvements and major expansions 


? This article is based on a paper presented before 
the Washington Seminar on Marketing in October 


1955- 


of programs usually require additional ex- 
penditures. 

Funds for agencies are appropriated by 
Congress. Figure 1 shows how funds are ap- 
propriated to federal agencies. ‘The first step 
is the agency’s own estimate of funds re- 
quired during the following fiscal year, 
which is usually compiled about one year 
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Ficure 1 
How Federal Agencies Receive Funds 


ahead of the beginning of the fiscal year. Es- 
timates for the various departments and in- 
dependent agencies are transmitted to the 
Bureau of the Budget; hearings are held 
with department and agency representa- 
tives; and adjustments are made by the 
Budget Bureau in conformity with Admin- 
istration policy. The combined estimates 
form the President's budget, which is re- 
leased each year early in January. 

The first congressional action on appro- 
priation bills is by subcommittees of the 
House Appropriations Committee. ‘There 
are 13 subcommittees, each dealing with cer- 
tain departments and agencies. Most market- 
ing statistics are under jurisdiction of the 
ten-member Department of Commerce sub- 
committee, the seven-member Department 
of Agriculture subcommittee, and the seven- 
member Department of Labor, Health, 
Education and Welfare subcommittee. 

The subcommittees hold hearings and 
make recommendations regarding appropri- 
ations to the 50-member House Committee 
on Appropriations. The Committee on Ap- 
propriations then makes its recommenda- 
tions to the House of Representatives. These 
recommendations, generally, are identical to 
the recommendations of the subcommittees. 
‘The bill is then considered and voted upon 
by the House of Representatives. The bill 
approved upon the House floor, in many 
cases, is identical to the bill originally rec- 


ommended by the Appropriations subcom- 
mittee. 

After action on the House floor, the first 
Senate action is by the Appropriations sub- 
committees. There are 11 subcommittees, 
each having about 12 members. Hearings 
are again held, and the subcommittees make 
their recommendations. The Appropriations 
Committee then makes its recommendations 
to the Senate. Amounts approved on the Sen- 
ate floor are in many instances identical with 
amounts approved by the subcommittees 
and the Appropriations Committee. 

If the Senate approves amounts identical 
to the House, the appropriations bill goes 
to the White House for presidential action. 
But, if the Senate approves amounts differ- 
ing from the House bill, the two bills go to a 
House-Senate Conference Committee. Us- 
ually the conferees reach agreement upon 
individual items; both houses approve the 
conference recommendations; and the bill 
goes to the White House. 

Table I illustrates action last year regard- 
ing the Census Bureau appropriations. The 
President’s budget recommended $7,400,000 
for salaries and expenses to conduct current 
programs of the Census Bureau. The House 
Appropriations subcommittee recommended 
$6,200,000 for current programs, and this 
identical amount was approved by the Ap- 
propriations Committee and also, subse- 
quently, by the House. 

The budget recommended $6,000,000 for 
the Census of Agriculture, $4,655,000 for the 
Censuses of Business, Manufactures, and 
Mineral Industries, and $500,000 for the In- 
tercensal Housing Survey. For each of these 
three programs, the amount approved by the 
ten-member subcommittee was approved by 
the full committee and by the House. 

In the Senate, the recommendations of the 
1z2-member Appropriations subcommittee 
were also approved in each case by the 23- 
member Appropriations Committee and by 
the Senate. 

‘The amounts appropriated by the House 
and Senate differed for two programs, and 
these two items were sent to conference. Con- 
ference recommendations were approved by 
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Taste I 
Census Bureau APPROPRIATIONS, FISCAL YEAR 1956 


Salaries and 
Expenses 
(Current 
Programs) 


Number 
0 


Stage Members 


Censuses of 
Business, 
Manufactures, 
and Mineral 
Industries 


Intercensal 
Housing 
Survey 


Census of 
Agriculture 


Budget Request 
House 


Commerce Appropriations 
Subcommittee 


Appropriations Committee 
House Bill 


Senate 
Commerce Appropriations 
Subcommittee 
Appropriations Committee 
Senate Bill 
Conference Committee 
Public Law 12! 


$7,400,000 


6,200,000 
6,200,000 
6,200,000 


7,100,000 
7,100,000 
7,100,000 
6,900,000 
6,900,000 


$6,000,000 $4,655,000 $500,000 


5,500,000 
5,500,000 
5,500,000 


4,000,000 
4,000,000 
4,000,000 


5,500,000 
5,500,000 
5,500,000 


4,000,000 
4,000,000 
4,000,000 


4,000,000 


5,500,000 


both chambers and became part of Public 
Law 121. Similarly, Bureau of Labor Statis- 
tics appropriations were determined largely 
by 19 congressmen, and appropriations for 
agriculture statistics largely by 21 congress- 
men. 

If you wish Congress to know your views 
regarding marketing statistics appropria- 
tions, these views will have maximum effect 
if expressed to the congressmen dealing with 


PRERETAILING AND 


marketing statistics appropriations. If you 
wish to express your views, and do not know 
the congressmen on the appropriations sub- 
committees, a list of the subcommittee mem- 
bership can be obtained from the committees 
on appropriations. 


Frep D. Linpsrty 


Chamber of Commerce of 
the United States 


CONSUMER BUYING 


PATTERNS OVER TIME 


HE purpose of this note is to comment 
briefly on two of the underlying forces 
which, operate to alter the pattern of con- 
sumer retail buying—the impact on retail- 
ing when the manufacturer reaches forward 
in the channel and takes over part of the re- 
tailing job and the changes in retail buying 
habits induced by the passage of time. 
There are, of course, other forces operat- 
ing to change the retail picture. These two 
have been singled out for brief comment be- 
cause it is felt that they are not given suffi- 
cient attention. Population shifts, shopping 


centers, and discount houses usually get the 
lion’s share of attention. 

Preretailing by Manufacturer. A force 
which has had, and is still having, disturb- 
ing effects on the character of retail compe- 
tition is the successful attempts on the part 
of manufacturers of many branded con- 
sumer goods to preretail their products. 

This preretailing by the manufacturer 
has the effect of transforming his product 
into a sort of “patronage-indifferent good.” 
To the extent that consumers are presold on 
a prepackaged, prepriced, preguaranteed 
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product, they may be indifferent as tc what 
type of retail outlet they receive it from. In 
such cases, what remains at the consumer 
level are only the services common to prac- 
tically all retail outlets—the transference of 
title and arrangement for physical posses- 
sion. 

The really important effect of this for re- 
tail competition is that the consumer is sel- 
dom indifferent to price, especially in the 
purchase of “big ticket” items, and if—be- 
cause he has been presold—one type of out- 
let is as good as another type of outlet, the 
chances are great that the consumer will 
center attention on price.’ This fosters the 
rise of discount selling, premium selling, 
and other types of retailing centered on the 
price-discount theme.” 

The Impact of Time. The passage of time 
also can have a distorting effect on the struc- 
ture of retail distribution. This is especially 
true with regard to consumer durables 
which are at present so much in the dis- 
count house picture, that is, the “white 
goods” appliances (washing machines, dry- 
ers, ranges, refrigerators, etc.) as well as TV 
sets, vacuum cleaners, and the smaller ap- 
pliances. 

The point of interest here is that the sim- 
ple passage of time acts to separate some re- 
tail services from the service component in 
the sale of these goods and to eliminate en- 
tirely the need for other services. The out- 
come is that channels which are efficient and 
necessary at one period of time—the intro- 
ductory period—are not the only or the 


* Gilchrist has this to say concerning the discount 
house and preselling by manufacturers: “Capitaliz- 
ing upon the fact that many items have been ‘pre- 
sold’ by manufacturers’ promotional efforts, that 
many consumers are goods-minded, not store-minded, 
these firms have proved that appliances and other 
high-priced consumer goods can be sold profitably 
for markups much lower than the customary go to 
50 per cent granted by manufacturers.” Franklin W. 
Gilchrist, “The Discount House and Channels of 
Distribution,” Frontiers in Marketing Thought, ed. 
by Stewart H. Rewoldt (Bloomington: Bureau of 
Business Research, University of Indiana 1955), p. 


° For a detailed study of discount selling, see Stan- 
ley C. Hollander, “The ‘One-Price’ System—Fact or 
Fiction?” Journal of Retailing, Fall 1955. 


most important channels at another period 
of time—the “acceptance” period.* This is 
largely because there are two quite different 
kinds of demand elements involved in the 
two periods. These two elements may be 
characterized as primary demand and selec- 
tive demand,‘ concepts familiar to students 
of marketing. 

In the initial or innovating period, when 
a new kind of product is trying to find its 
niche in the market place, consumers have 
to be sold on the underlying utility of the 
new type of product.® Examples have been 
in the fields of mechanical refrigeration, au- 
tomatic washing and drying, electric vacu- 
uming, pressure cooking, and the like. 

In the initial retailing of these products, 
the consumer typically demands (and the 
successful store must supply) in the retail- 
service component of a purchase not only 
the service of display but also demonstra- 
tion and knowledge of the product along 
with assurance and confidence in its per- 
formance. Hence, the educational task to be 
done necessitates by and large not only a 
knowledgeable sales staff on the part of the 


*For example, electrical appliances, when orig- 
inally introduced, were sold for the most part in 
specialty stores. However, as time passed and they 
became common household possessions, nonspecial- 
ized outlets could handle them. The following com- 
ment by a large chain-store buyer illustrates this 
point: “Electrical appliances today are accepted. 
They have become over-the-counter merchandise. 
The time is ripe for us to enter the field.” T. F. 
Blackburn, “Appliance Field Looks at the Resident 
Buyer,” Printers’ Ink, April 22, 1937, p. 48. 

*In treating the primary and selective aspects of 
demand, Maynard and Beckman approach the sub- 
ject from the point of view of the consumer and 
talk of buying motives. “Primary Buying Motives 
are those which induce an individual to buy a cer- 
tain kind or general class of article. . . . The vari- 
ous motives which determine what particular ar- 
ticle will be purchased after primary motives have 
created the basic desire for the article are known 
as selective motives.” (Words italicized here were 
underscored in the original.) Harold H. Maynard and 
Theodore N. Beckman, Principles of Marketing, 5th 
ed. (New York: The Ronald Press, 1952), p. 56. 

*“As technology made television, automatic clothes 
dryers, and other such products commercially avail- 
able, primary motives had to be aroused before 
selective motives could be brought into play and 
before such products could be marketed in substan- 
tial quantities.” /bid., p. 57. 
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retailer but the preacceptance by the con- 
sumer of the retail outlet, that is, a strong 
patronage motive for full service stores.® 
Typically, only established, old-line retail 
outlets and full service dealers can supply 
these elements of service. (Also, markups of 
these establishments will typically include 
“costs” of maintaining stores which “create” 
consumer acceptance of the store itself.) 
However, when the basic product has been 
accepted and is part of the social and status 
system of the community, only the selective 
element in demand is left. The question in 
the consumer's mind now is not, will I buy 
this kind of product, but rather the simpler 
question, which brand or model do I want? 

Hence, channels and terminal outlets that 
are successful and efficient in the launching 
of new products may not be successful and 
efficient in the continued retailing of the 
product. For, as time elapses, consumers no 
longer need or desire the educational sell- 
ing services of the innovating period, and 
limited-service and self-service outlets can 
successfully handle these products. Such 
outlets obviously need not be “prestige” or 
confidence-inspiring, full-service  institu- 
tions. Brand and price are now dominant 
and the earlier patronage motive is second- 
ary or completely absent. 

It should be pointed out that in the case 
of many consumer durables the need for the 
special services of repair and adjustment 
persists long after the innovating period. 


*The meaning of a patronage motive is brought 
out by Phillips and Duncan thus: “Whereas product 
motives are reasons why consumers buy the goods 
they do, patronage motives determine why they 
made their purchases from certain retailers.” 
Charles F. Phillips and Delbert J. Duncan, Market- 
ing Principles and Methods, revised ed. (Home- 
wood, Illinois: Richard D. Irwin, Inc., 1952), p. 51- 


This has the effect, even in the acceptance 
period, of inhibiting the movement of such 
goods through limited-service channels. 
However, the entry of manufacturers into 
the service business in order to back up 
their guarantees and protect their good will 
permits the limited-service outlets to con- 
tinue to handle such goods and exist in com- 
petition side by side with the full-service 
stores (which, incidentally, are often utiliz- 
ing the manufacturer's same local repair 
service).? 

It would seem to follow from the above 
arguments that the outcome of preretailing 
and innovating by manufacturers is a shift- 
ing in consumer buying patterns and a redi- 
recting over time of patronage among types 
of retailers. Under such conditions, inter- 
type store competition and scrambled mer- 
chandising may well turn out to be a built-in 
feature. And, it may be added, laws estab- 
lished to perpetuate the patronage of given 
classes of retail outlets are in opposition to 
very strong economic and market forces in- 
deed. 

Perry Biss 


University of Buffalo 


‘There are, of course, other reasons for the co- 
existence of channels. Sessions, for example, has this 
to say: “A very typical situation, as a product ap- 
proaches full scale distribution, is that in which it 
requires the services of two distinct types of chan- 
nels. One channel is of the specialty type and per- 
forms the function of continuous promotion to 
build demand for the product. The other channel is 
of a more general type and performs the function 
of making the product available as conveniently as 
possible to consumers who already demand it.” Rob- 
ert E. Sessions, “Effective Use of Marketing Chan- 
nels,” Marketing Channels for Manufactured Prod- 
ucts, ed. by Richard M. Clewett (Homewood, IIli- 
nois: Richard D. Irwin, Inc., 1954), pp. 406-7. 


Research in Marketing 


WILLIAM S. PENN, JR., Editor 


Editorial Staff: Leo Bocart, McCann-Erickson, Inc.; Rosert L. CLewert, University of 
Michigan; Rowert H. Core, University of Illinois; Wit1am Coputsky, Grace Chemical 
Corp.; Atrrep Gross, New York University; Kennern A. Gruss, Department of Com- 
merce; Encar Guntuer, Fortune; Ricnarp J. Hanp, Northwestern University; STANLEY C. 
Ho University of Pennsylvania; Eucene J. Kets ey, Clark University; WittiaM T. 
Keitey, University of Pennsylvania; R. E. Meyer, Union Oil Company; Antonio A. 
Micocci, McCann-Erickson, Inc.; J. M. RatHMeLL, Cornell University; J. E. SauNpERs, 
Axelson Manufacturing; and Marvin SMoLaNn, Wyeth Laboratories. Initials of staff mem- 
bers, following subject headings, identify the reviewers of the individual items. 


o 


17. 
18. 
19. 
20. 
21. 
22. 


List or GENERAL HEADINGS 


. Advertising 
. Area Analysis 


2A. Retail Trading Areas 
2B. Wholesale Trading Areas 
2C. Interregional Trade 


. Bibliographies 

. Buying and Purchasing 

. Communication and Market News 
. Costs and Efficiency 

. Customer Analysis 


7A. Business Customers 
7B. Ultimate Consumers 


. Financing 
. Foreign Marketing (including Marketing by 


Domestic Firms in Foreign Countries, and 
International Trade) 


. General Marketing Studies 

. Government Regulation 

. History and Trends 

. Integration 

. Managerial Control (including Accounting 


Control, Inventory Control, Statistical Con- 
trol) 


. Managerial Organization of Marketing Ac- 


tivities 


. Marketing of Specific Goods and Services 


16A. Agricultural Goods and Raw Materials 
16B. Industrial Goods 

16C. Manufactured Consumers’ Goods 
16D. Services 

Merchandising 

Prices and Price Policies 

Related Subject Matter Fields 

Research and Research Techniques 
Retailing 

Risk 


86 


23. Sales Management (including Salesmanship) 

24. Sales and Economic Forecasts 

25. Standardization and Grading 

26. Statistical Data (including Sources, Types, 
Revisions, and New Series) 

27. Storage 

28. Teaching of Marketing 

29. Theory of Marketing (including Competi- 
tion) 

30. Transfer of Legal Possession 

31. Transportation 

32. Wholesaling 

$3. Unclassified 


1. ADVERTISING 


1.1 Gearing Advertising to a 5 to 10 Year Sales 
Program. Don C. Miller, Printers’ Ink, 
March 23, 1956, pp. 52-59. [E.J-K.] 

Automation and the guaranteed annual wage 

have made it mandatory for affected manage- 
ments to study all possibilities for stabilizing 
sales volume and expanding markets over a 
long-term period. Advertisers will have to design 
programs to stabilize and increase sales not for 
just a half year or year, but for five- or ten-year 
periods. One pattern found effective in the 
automobile industry follows: 


1. Establish an attainable sales volume, on an 
average annual basis, for the coming five to 
ten years. 

2. Establish the maximum and minimum 
market fluctuations which can reasonably 
be expected in this period. 

3. Estimate the dollar amount of advertising 
required per year to meet sales objectives. 
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4- Compute the cost of the average advertis- 
ing budget on a per-unit basis and make it 
a fixed part of the product price. 

5. Fund the advertising over the entire five- 
to ten-year cycle, building up enough sur- 
plus in prosperous years to support ade- 
quate advertising in low-volume years. 


The concept underlying the plan is one of 
building steady product acceptance and increas- 
ing demand so that sustained automated produc- 
tion may be made possible. More broadly, adver- 
tising should be viewed as a long-range force 
instead of a short-range device for exploiting 
immediate sales opportunities. 


1.2 Growth of Advertising Agency Services. 
Printers’ Ink, January 27, 1956, pp. 21- 
112, [E.J.K.] 


This 91-page special report treats the prob- 
lems growing out of the increased volume and 
variety of services advertisers are demanding and 
getting from agencies. 

Some findings: Agency services are growing 
faster than the agency business. Advertisers 
emphasize more marketing research services. 
The fastest growing service is publicity. The ad- 
vertising agency of the future will tend to be a 
marketing agency offering a full range of serv- 
ices in all areas of marketing, and the agency ex- 
ecutive of the future will have to be a profes- 
sional adviser on many phases of marketing and 
communication. Advertisers in the future will 
face more extra charges as existing services take 
up the entire 15-per cent billing commission. 
Agency-client relations in the future will be 
closer, emerging into a business partnership pat- 
tern with fewer secrets about agency costs and 
advertiser's problems. 


1.3 Why Retailers Bypass Television. Irving Set- 
tel, Journal of Retailing, Winter 1955- 
1956, pp. 180-182 ff. [s.c.1.] 


Although television appears to have many in- 
herent advantages for retail advertising and 
although department stores were pioncers in 
television advertising, most retailers today con- 
centrate on other media. This brief article re- 
ports the major retail objections which may be 
summarized as high time and production costs, 
inability to compete with attractive network 
shows, difficulty of securing desirable time 
periods, and inability to display a wide range of 
merchandise items. 


2C. AREA ANALYSIS: INTERREGIONAL 
TRADE 


2C.1 Regions in Industrial Stride. Business Rec- 
ord, December 1955, pp. 447°53- [J-M-®.] 


This report considers variations in rate of in- 
dustrial growth between the various regions of 
the country. Significant factors in each census 
region are noted in some detail. 

It is shown that there are striking differences 
from section to section in topography, resources, 
climate, and proximity to waterways. These 
environmental factors influence the industry 
mix which, in turn, influences the region's 
economic response to changes in business condi- 
tions. Also, where industries are concentrated, 
the rate of secular growth will affect the rate of 
industrial growth from region to region. For 
example, compare the influence of anthracite 
mining with that of the chemical industries on 
the industrial vigor of the areas in which each is 
concentrated, 

In addition, the report makes the interesting 
observation that in a dynamic fluid economy 
there tends to be, over the years, a contraction 
in the spread between highest and lowest income 
per-capita areas owing to the mobility of capital 
and labor—a tendency toward equilibrium be- 
tween areas, as it were. Capital is attracted to 
low-cost sections, thus making more jobs avail- 
able and increasing the competition for com- 
petent workers. This tends to slow down the 
upward push of wages in high-income areas and 
accelerate it in low-income regions. 


5. COMMUNICATION AND MARKET 
NEWS 


5.1 Technical Digests, United States Edition 
(1956 Volume No. 1, January, published 
monthly), European Productivity Agency, 
Organization for European Economic Co- 
operation, 2002 P Street, NW, Washing- 
ton 6, D. C., 145pp. [K.A.G.] 


This is the first United States appearance of 
this journal which already appears in various 
European language editions. About 1,000 Eu- 
ropean periodicals are surveyed regularly and 
digested in some detail and competently trans 
lated for engineers and technicians. Relates to 
new products and processes already tested com- 
mercially in Europe. 
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6. COSTS AND EFFICIENCY 


6.1 The Modern Method of Distribution. Amer- 
ican Warehousemen’s Association, March 
1956. [w.s.P.] 

This brochure is designed for distribution, 
sales, and production executives and provides an 
interesting story of the way public merchandise 
warehouses serve American industry. Case his- 
tories and examples are used to show the effi- 
ciencies and economies which may result from 
such services. Complimentary copies are avail- 
able if requested on company letterhead to the 
Association's Merchandise Division, 222 West 
Adams St., Chicago 6, Illinois. 


7. CUSTOMER ANALYSIS 


7.1 The Sky's No Limit. Alan R. Mendenhall, 
Jr. and William Mitchell, Chemical 
Week, April 7, 1956, pp. 61-76 ff. [w.c.] 

Flying missiles for defense purposes are now a 

billion-dollar-a-year business which could double 
by 1959. The chemical industry takes 25 per cent 
of this spending. Missiles are enormous chemical 
consumers—they burn as much as six tons of 
high-grade chemicals per minute under power. 
They are a highly advanced development of 
World War II buzz bombs and V-2 rockets. All 
types of chemical materials are needed to fuel 
and service flying missiles. Special metal alloys 
and materials of construction which will with- 
stand high temperatures and speeds are also re- 
quired. 


10. GENERAL MARKETING STUDIES 


10.1 For McGregor Clan, Coordinated Market- 
ing Is Key. Richard Bruner, Printers’ Ink, 
February 17, 1956, pp. 33-84. In Industrial 
and Farm Fields a Giant Applies the 
Common Touch. Harold E, Green and 
Sarah Lee Gerrish, Printers’ Ink, March 
16, 1956, pp. 28-58. [E.J.K.] 

These two special marketing reports are part 
of the Printers’ Ink series of studies in depth of 
prominent marketing operations. The first 
features in seven articles the coordinated mar- 
keting strategy credited for the growth of 
David D. Doniger and Company and its Mc- 
Gregor Sportswear brand. Covered are Mc- 
Gregor tactics in selecting styles with advertising 
in mind, advertising and merchandising poli- 
cies, dealer relations, manufacturing-selling re- 
lationships, and overseas selling. 

The second report covers AllisChalmers, a 
company that in 1955 sold over $535,000,000 of 


capital goods and farm equipment. The Allis 
Chalmers report stresses the recently revised 
corporate organization and corporate marketing 
and advertising strategy which has been de- 
signed to fit the problem of selling diverse prod- 
ucts. Simplicity was found to be the keynote of 
the company’s sales strategy. Allis-Chalmers 
management plays an active role in creating the 
marketing program. The company stresses five 
factors as necessary for the successful completion 
of the corporate marketing program: (1) semi- 
autonomy on both group and division levels; (2) 
timely mergers; (3) fast, creative cross-com- 
munications; (4) advertising keyed to personal 
selling; (5) development of a new corporate 


_ personality. 


12. HISTORY AND TRENDS 

12.1 Are Business History and Economic Theory 
Compatible? Donald E. Stout, The Busi- 
ness History Review, December 1955, pp. 
285-97. [S.c.H.] 

Stout's criticisms of modern business his- 
torians are very similar to those once levied 
against the old German and British historical 
approaches to economics. He feels that most 
business historical writing may have its interest- 
ing and entertaining elements but that it does 
not increase our understanding of the world we 
are trying to study. This is so because most 
histories are written in terms of a single firm 
and are primarily interested in reporting who did 
what. Only very rarely, as in Cochran's classic 
The Pabst Brewing Company, does the historian 
attempt to relate the firm's activities to the out- 
side world and explain why such and such was 
done. Stout feels that the historians have been 
particularly lax in failing to consider changing 
market conditions, 

However, he thinks three new theoretical de- 
velopments—linear programming, statistical de- 
cision-making theory, and the theory of games— 
provide a nucleus around which additive, ana- 
lytical histories can be written. Since these new 
theories embrace a more realistic view of the 
entrepreneur than does the neoclassical, profit- 
maximization concept, they can provide a cen- 
tral theme for reports and explanations of past 
entrepreneurial decisions, 


12.2 Department Stores in Downstate Illinois, 
1889-1943. Wayland A. Tonning, The 
Business History Review, December 1955, 
PP- 335-49. [S.C.H.] 

The development of department stores in 
downstate Illinois depended upon the develop- 
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ment of urbanization, “because the concentra- 
tion of consumers for shopping type goods had 
to be great enough to support the ‘bundle 
of services’ and simultaneously permit the ad- 
vantages of large-scale operation.” The first de- 
partment stores to appear in the area developed 
out of expanding specialty stores, usually dry 
goods shops. Institutions established as depart- 
ment stores right from the start came on the 
scene at a later date. 

The prime forces leading to department store 
development were changes in consumer demand, 
the activity of discontented manufacturers try- 
ing to bypass wholesalers, and the efforts of re- 
tailers to gain advantages over their competitors. 
All of these factors, combined with increasing 
urbanization, produced a wave of department 
store development from 18g0 on. 


12.3 The Motor Transportation Revolution. 
Merrill J. Roberts, The Business History 
Review, March 1956, pp. 57-95. [S-c.4.] 


Professor Roberts traces the forces that have 
molded the present American motor transporta- 
tion industry. Technological developments and 
an expanding market have been, of course, 
especially important, but these were related to, 
and affected by, other forces. Both world wars 
played an important role, the first one especially 
providing dramatic evidence of the service- 
ability of motor carriers. Truck trailers received 
the first major test at that time. The credit boom 
of the 1920's encouraged truck purchases. Dur- 
ing the motor transport industry's formative 
years, the railroads showed a strange lack of com- 
petitive reaction, providing neither better serv- 
ice nor lower rates. Some railroads finally re- 
acted by attempting to enter the industry, but 
this was halted for a considerable period by the 
Motor Carrier Act of 1935. State and federal 
regulation exercised a considerable influence on 
the industry's development. Since the bus seg- 
ment faced a very different market (an atomistic 
market of small customers requiring a highly 
certain, scheduled service) from that of the 
trucking segment, the passenger carriers con- 
solidated earlier and to a greater degree than the 
truckers did, 


12.4 The Merchant and the Muse: Commercial 
Influences on American Popular Music 
Before the Civil War. James H. Stone, 
The Business History Review, March 
1956, pp. 1-17. [8.c.4.] 


The music publishing industry of the United 


States enjoyed a major boom during the first 
half of the nineteenth century in terms of sales, 
number of titles published, improvement in 
printing processes, and in number of firms pub- 
lishing. By 1855, the sharp increase in publish- 
ing houses created conditions conducive to 
strong price competition. One firm, avowing a 
desire to make native American music more 
popular by reducing the traditional profit mar- 
gins on uncopyrighted European classics, slashed 
its wholesale prices for the latter. Price wars 
raged for a while but were finally halted by the 
formation of a Board of Music ‘Trade which 
controlled prices and established uniform dealer 
discounts. This organization found its strength 
in the fact that each publisher was accustomed 
to round out his catalog by buying many titles 
(at special discounts) from his competitors, and 
consequently a high degree of interdependence 
prevailed. The music teachers, a major outlet 
for sheet music, were dissatisfied with their dis- 
counts and formed a fairly ineflective association 
attempting to exercise countervailing power. A 
considerable number of new publishing houses, 
formed during and after the Civil War, re- 
mained outside of the Board of Trade and led to 
its eventual breakdown. 


15. MANAGERIAL ORGANIZATION OF 
MARKETING ACTIVITIES 


15.1 Organizing for Development. D. D. Hecht, 
S. B. Smith, and W. B. Baines, Jndustrial 
& Engineering Chemistry, February 1956, 
pp. 202-4. [w.c.] 

The commercial development program for 
chemicals has four phases: (1) evaluation of 
ideas for new products against the company’s 
background and experience, (2) analysis of 
project, (3) decision by top management to go 
ahead, and (4) follow-through to develop sales 
and markets. The follow-through determines the 
real success of the project, 


15.2 Patterns of Organization for Applied Re- 
search and Development. Herbert A. 
Shepard, Journal of Business, January 
1956, pp. 52-58. [s.c.H.] 


Although Shepard discusses the organization 
of engineering and physical development labora- 
tories, his comments are relevant to marketing 
research organization and also to the “plans 
board versus group management” controversy 
in advertising agency circles. Advantages are 
presented for both the “project” method of 
organizing—setting up special groups to handle 
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each problem as it enters the laboratory—and 
the “functional” approach-—establishing per- 
manent specialist departments. The distinctions 
between them are seen as being somewhat arti- 
ficial, since small problems may be solved by one 
man under either method and since large prob- 
lems may, in practice, involve a combination of 
arrangements. Management usually adopts the 
functional organization of specialists reporting 
to specialist supervisors for several reasons. 
Supervisors can best control and evaluate sub- 
ordinates in their own field, specialists seem 
happiest when working in association with col- 
leagues in the same field (possibly a carry-over 
from academic organization techniques), and 
permanent assignment of specialties facilitates 
communication with other nonresearch depart- 
ments of the firm. Exceptions are noted for 
crash programs, special military security require- 
ments, and small, new laboratories with very 
high morale. Moreover, in spite of all its ad- 
ministrative handicaps, the project arrangement 
seems more stimulating for the particular type 
of creativity needed in applied innovation and 
invention. 


15.3 Building a Marketing Organization. Rob- 
ert W. Schramm, Chemical & Engineering 
News, January 30, 1956, pp. 462-66. [w.c.] 


Spencer Chemical Co, revamped its entire sales 
force to handle polyethylene and other ethylene 
chemicals. After deciding to make polyethylene 
plastic, Spencer formed a five-man survey team 
to make goo field interviews to gather all pos- 
sible data on the product, relations of its proper- 
ties to uses, processing, processing equipment, 
research and development, and marketing. 
Based on the survey, a polyethylene sales and 
technical service organization was integrated 
into the existing industrial chemical sales 
organization. Get-acquainted direct mail was 
iorwarded to the trade. A trademark “Poly-Eth” 
was selected and symbolized by a young blonde 
lady in pigtails. Orientation courses on the new 
product were set up for all personnel. By the 
time actual production started, a strong organi- 
zation and marketing program had been estab- 
lished. 


15.4 New Billion Dollar Markets to Watch. 
Nathan Kelne, Printers’ Ink, February 3, 

1956, pp. 21-77. [E.J.K.] 
Development commissions, federal reserve 
banks, and chambers of commerce were ques- 


tioned nationally to get a region-by-region pic- 
ture of American marketing opportunities. The 
general conclusion was that industrialization, 
dams, waterways, mines, reclamation, public 
works, and power projects indicate marketing 
vitality for the next five years. It is believed 
that developments such as the St. Lawrence Sea- 
way, tidelands oil projects, southern industriali- 
zation, Missouri River dam projects, uranium 
mining in Colorado and New Mexico, the $300,- 
000,000 Idaho Power Company dams, and Cali- 
fornia highway construction will cause major 
population shifts and create new wealth and 
buying power resulting in new market oppor- 
tunities. 


16. MARKETING OF SPECIFIC GOODS 
AND SERVICES 


16.1 Role of Science in Marine Fisheries: Limi- 
tations and Potentialities. R. E. Coker, 
Scientific Monthly, April 1956, pp. 176-93. 
[s.c.H.] 

Coker is primarily concerned with the prob- 
lem of increasing fishery yields and with the 
points of resemblance and divergence between 
fishing and agricultural science. However, his 
observations concerning the need for improved 
marketing studies are particularly pertinent for 
readers of this yourRNAL. Fish ranks high in nat- 
ural food value, yet ranks quite low in domestic 
consumption. Some of the most flavorful species 
have little market acceptance. There is room for 
considerable improvement in physical distribu- 
tion. The author concludes that “marketing re- 
search has paid off for agriculture; it may well 
do so for fisheries.” 


16.2 The New Market for Leisure Goods. Tide, 
March 10, March 24, April 7, and April 
21, 1956. [£.J.K.] 

“Today's brightest new market lies without a 
doubt in the growing amount of free time for 
people of all income levels.” This is the theme 
of this comprehensive four-part examination of 
the present status and potential of the leisure 
market. Considered in the series are (Part I) 
what the leisure market means in terms of sell- 
ing; (Part 11) the complexity of the market with 
the varied tastes of businessmen, teen-agers, col- 
lege students, housewives, wage earners, the re- 
tired, ex-urbanites, and regional groups; (Part 
III) how selected companies selling the leisure 
market plan and operate; and (Part IV) the 
changing nature of wants and needs as people 


RESEARCH IN MARKETING 


91 


grow more accustomed to increasing leisure 
time. 

Not only is leisure time more abundant and 
increasingly so (predicted are the 37-hour work 
week by 1960 and probably a go-hour week by 
1980, thanks to automation), but it is also more 
important. Leisure can become “the great equal- 
izer of production and consumption when the 
danger of losing the balance between produc- 
tion and consumption has been the greatest 
peril in our economy.” 

Before marketing executives and teachers 
plan too heavily on the go-hour week, they might 
heed Yale Professor Potter's observation that 
“the most paradoxical development in the allo- 
cation of leisure is that spare time, instead of 
remaining the exclusive domain of a privileged 
class, is attained in the fullest measure by man- 
ual workers and perhaps is enjoyed least by the 
executive or professional man whose occupa- 
tional and social status is considered to be the 
highest.” 

A measure of the opportunities in the leisure 
market is that 20 years ago consumers spent 
about 4 per cent of their income for leisure ac- 
tivities and that in 1955 they spent about the 
same percentage—this, despite the 40-hour week, 
two-day week end, increased vacations, and holi- 
days. 


16A. MARKETING OF SPECIFIC GOODS 
AND SERVICES: AGRICULTURAL 
GOODS AND RAW MATERIALS 


16A.1 Wage Guarantees and Annual Earnings: 
A Case Study of George A. Hormel and 
Company. E. J. McCarthy, Journal of 
Business, January 1956, pp. 41-51. [s.c.1.] 
McCarthy primarily studies the impact of the 
guaranteed annual wage upon labor produc- 
tivity in Hormel’s Austin, Minnesota, plant and 
concludes that it has raised labor costs over the 
industry's norm without inducing correspond- 
ing increases in work performed. Marketers will 
be interested, however, in his discussion of Hor- 
mel’s premium pricing policy, in a normally 
high price-competitive industry, as “the source 
of revenue” for meeting these increased labor 
costs. 


16A.2 Agriculture in the Nation's Economy. 
John O. Black, American Economic Re- 

view, March 1956, pp. 1-43. 
Marketers interested in a brief summary of 
agriculture’s present position and prospects in 
the national economy will appreciate Professor 


Black's American Economic Association presi- 
dential address. Black notes sharp absolute and 
relative declines in farm labor forces from §1 
per cent of the total in 1910 to 10 per cent in 
1955- There was a related decline in the portion 
of total population to be found on farms, and 
the farm share of both gross and net national 
product has declined. However, there has been 
a contrasting increase in productive assets 
worker—“‘a good fifth of the tangible productive 
assets of the nation are still in agriculture.” 
After appropriate adjustments, per-capita farm 
incomes appear to be within striking distance 
of their nonfarm counterparts. 

By 1975 consumption of food and other farm 
products should probably increase about 53 per 
cent. Wheat, potato, and cotton consumption 
will probably increase only slightly; but there 
should be strong climbs in meat, poultry, and 
milk consumption. Most of the increase in pro- 
duction will come from more intensive cultiva- 
tion and better farm management rather than 
from increased acreage. 

Small, uneconomic farms will tend to decline 
relative to the total. However, the family-size 
farm will remain, 

Black advocates a “soil bank” program, mar- 
ket-determined prices plus compensatory pay- 
ments, and improved and increased distribution 
—particularly of meat products—as immediate 
emergency measures. Over a ten-year period ag- 
ricultural production should be brought fully 
into balance with market demand, and stabiliz- 
ing measures should be adopted for the long 
run. 


16B. MARKETING OF SPECIFIC GOODS 
AND SERVICES: INDUSTRIAL GOODS 


16B.1 Lithium Checks Into the Big Time. 
Chemical Week, April 7, 1956, pp. 122, 
124,126. [w.c.] 

Interest in lithium and its compounds is run- 
ning high. Last year output of lithium chemi- 
cals doubled for such uses as nuclear energy, 
automotive and similar greases, ceramics, metal- 
lurgy, storage batteries, photography, drugs, cos- 
metics, refrigeration, and other uses, Lithium is 
important to national defense; hence, it is sub- 
ject to stringent security regulations. In 1955, 
output (as lithium carbonate) was 12 to 14 mil- 
lion pounds as compared to 10,000 pounds a 
year twenty years ago. Production of go million 
pounds a year is foreseen by 1960. But present 
capacity is estimated to be 50 million pounds a 
year, four times current production rate. Break- 
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down of 1955 end use in millions of pounds of 
lithium carbonate is estimated at: 


Military 8-5 
Lubricants 3-7 
Glass and ceramics 4-7 
Brazing and welding 0.7 
Alkaline storage batteries 0.5 
Air conditioning and 

refrigeration 0.5 
Organic chemicals 0.3 
Others 0.1 

Total 12.5 — 14.5 


16B.2 Argon: Inert but Active. Chemical Engi- 
neering, February 1956, pp. 144,146. 
[w.c.] 


Argon, a so-called rare gas, has increased 300 
per cent in production in five years as a result 
of use in postwar metal and metal-working in- 
dustries. The newest growing market is in non- 
ferrous metal fabrication. In 1950, production of 
argon was 55 million cubic feet; in 1955, 200 
million cubic feet. About one cubic foot is re- 
quired for each pound of titanium sponge pro- 
duced. Now about 5 per cent of total production 
goes into titanium metal production. 


16B.3 TiO, Pinch: Respite Coming. Chemical 
Week, March $1, 1956, pp. 68,70. [w.c.] 


New capacity is boosting the United States 
potential supply of titanium dioxide pigments, 
now in short supply. By the end of 1956, produc- 
tion should be at the annual rate of about 
449,000 tons, nearly 100,000 tons higher than in 
1955. End uses of titanium dioxide pigments 
are: 


per cent 

Paint 54 
Paper 13 
Floor coverings 12 
Rubber 5 
Coated fabrics 4 
Printing inks 3-5 
Others 8.5 

Total 100 


Despite tight domestic supply, exports 
climbed from 40,000 tons in 1953 to over 60,000 
in 1954 and 54.000 in 1955. A partial explana- 
tion is that gray market prices in some foreign 
markets are as much as twice the United States 
price of 22 to 24 cents a pound. 


16C. MARKETING OF SPECIFIC GOODS 
AND SERVICES: MANUFACTURED 
CONSUMERS’ GOODS 


16C.1 Outboard Boats and Motors. August 1955, 
8pp. Also Market for Luggage. October 
1955, Spp. Information Section, Research 
Department, Curtis Publishing Company. 
Free. [J.M.R.] 


These two reports are the latest in a long line 


' of studies prepared by this company. In concise 


fashion, the market, product, and merchandis- 
ing factors for selected industries are discussed. 
Marketing strategy of leading companies is also 
noted. Information is drawn largely from trade 
association and media sources. 

For example, the outboard motor study shows 
total sales, occupation of buyers, horsepower 
preferences, geographical concentration. With 
regard to boats, hull materials, boat length pref- 
erences, and the future of “do-it-yourself” are 
among the features noted. 

These studies are unique in that they analyze 
small, less well-known industries. 


16C.2 Plastic Pipes Aim Higher. Chemical 

Week, January 14, 1956, pp. 76-79. [w.c.] 

Pipe making will probably take less than 2 

per cent of all plastics produced in 1956 or al- 

most 70 million pounds of the following types 
in million pounds: 


Polyethylene, virgin 30 
Polyethylene, scrap 15 
Polyethylene, subtotal 45 
Kralastic 8-9 
Butyrate 6-7 
Rigid polyvinyl chloride — 4-5 
Miscellaneous 2 
Total 65,68 


Past and forecast consumption of polyethyl- 
ene in plastic pipe is in million pounds: 


595! 5 
1954 35 
1955 
1956 65-68 


1958 or 1959 100 


Total plastic pipe sales are still under $50 
million, whereas steel pipe sales are over one 
billion dollars a year. 


RESEARCH IN MARKETING 


93 


16C.3 Cosmetics Production Hits High. Chem- 
ical & Engineering News, December 26, 
1955, Pp- 5638-40. [w.c.] 

Retail sales of cosmetics, perfumes, and toilet 
goods in 1955 will exceed $1.1 billion as com- 
pared to $71: million in 1945. Research chem- 
ists have developed a multitude of new and im- 
proved products to capture new and expanded 
markets. Major developments have been the 
fast-growing popularity of hair-waving and hair- 
coloring techniques for use in the home, use of 
silicones in hand creams, use of tissue-healing 
allantoin in skin creams and lipsticks, and in- 
creased use of lanolin in hair and skin prepara- 
tions. A fast-growing development is the hair 
spray, in which shellac is being replaced by the 
synthetic polyvinylpyrrolidene. 

Aerosols, used in the packaging of everything 
from shaving creams and shampoos to hair fixa- 
tives and perfumes, are used in both cans and 
glass containers to allow convenient spray ap- 
plication. 

Significant trends in the past decade include 
increased use of cosmetics by men, an increase 
in cosmetics sold in food stores from 6 per cent 
in 1950 (dollar basis) to 17 per cent in 1955 
(mainly supermarkets), and a drop in drugstore 
sales from 37 per cent of the total in 1950 to go 
per cent in 1955. 


16C.4 Drugs in ‘55: Sensational. Donald R. 
Cannon, Chemical Engineering, January 
1956, pp. 266,268,270. [w.c.] 


Led by two spectacular drugs, ethical drug 
sales volume in 1955 was 15 per cent higher 
than 1954. Industry profits were up nearly go 
per cent. 

The two spectacular new drugs were chlor- 
promazine, a unique tranquilizing drug pro- 
duced by Smith, Kline & French; and Meticorten 
(prednisone), a safer more potent hormone 
made by Schering Corp. These two drugs may 
account for half the increase in industry sales 
from $696 million in 1954 to an estimated $789 
million in 1955, taking only the top seven com- 
panies. Total industry sales for 1955 are about 
$1.1 billion. 

In 1956, the antivirals such as the Salk vaccine 
will be of growing importance. In 1955, antibi- 
otics showed mixed trends, hormones a good 
rise, vitamins were good business, aspirin stayed 
steady, and sulfa drugs were on the downtrend. 
Exports are going down, but more United 
States manufacturers are opening foreign branch 
plants to keep the business. 


16C.5 Research, Exports Brighten Fats & Oils. 
Hugh T. Sharp, Chemical Engineering, 
February 1956, pp. 252,254,256. [w.c.] 


Record supplies of fats and oils present a dis- 
posal problem. A sharp rise in exports is taking 
care of a considerable part of the surplus now. 
Long-range research will be required in the fu- 
ture to dispose of surpluses. 

The major problem is the replacement of 
soap, a major fats and oils market, by deter- 
gents. Some fats and oils are being used for de- 
tergents, but only a small part of that which 
went into soap. New uses are being sought 
through laboratory research. 


16C.6 Uncertainty, Prices and Entrepreneurial 
Expectations—An Applied Study. Mar- 
garet Wrays, The Journal of Industrial 
Economics, February 1956, pp. 107-28. 
[s.c.H.] 


The author describes this as an attempt to 
apply dynamic theory (concepts of production 
planning period, disequilibrium price fixing, 
and entrepreneurial expectations) to the 
women's outer clothing industry of Great Brit- 
ain. Her conclusions are that with some excep- 
tions “the entrepreneur who, on the basis of 
static analysis, might appear the most economi- 
cally desirable—the medium-sized producer, who 
sells on a freely competitive basis—does not, in 
fact, sell at the lowest prices for garments of com- 
parable quality. More efficient are producers 
whose activities are on a less freely competitive 
basis, because of the use of consumer advertis- 
ing or because of an increase in the monopso- 
nistic power of the large retailer.” However, the 
author also notes that dynamic theory is not yet 
well developed for analyses of this sort; and 
most readers of this Journat will probably be 
more interested in her institutional description 
of actual market organization in England. 

The market structure observed there exhibits 
very close parallels to the organization of the 
women's ready-to-wear industry in this country. 
Among the attributes noted are the high degree 
or risk and concomitant firm mortality and mo- 
bility; the declining importance of wholesalers 
as fashion influence and risk increases; fairly 
rigid retail price lines and an apparent strong 
tendency toward “full-cost” pricing at the manu- 
facturing level; hand-to-mouth buying by many 
retailers; a tendency for manufacturers to split 
some risks by using independent contractors or 
“outside shops” for much of the actual fabrica- 
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tion; and an atomistic industry structure with 
some postwar growth in large firms, consumer 
advertising campaigns, and tendencies toward 
vertical integration and semi-integration. 


20. RESEARCH AND RESEARCH TECH. 
NIQUES 


20.1 New Idea in Market Research. Tide, De- 
cember 17, 1955, pp. 48-49. [B-J-K-] 

Street and Smith Publications, Inc., are pro- 
moting the concept that marketers should be 
more concerned with the stage of life in which a 
family falls, less to the age of the head of the 
family. They support this idea with a University 
of Michigan Survey Research Center study, 
“Consumer Finances Over the Life Cycle.” This 
study defines the seven major stages of the life 
cycle as follows: Young single, young married 
with no children, young married with a child or 
children of preschool age, young married with 
all children over six years, older married with 
children, older married with no children, and 
older single. 

It is believed particularly important now to 
reappraise the young married groups in terms of 
stage of life because over the next decade the 


20- to 35-year-old group will be at a low point 
due to the lower birth rate of the 1930's. But, 


“two men, one 25 and the other 40, . . . just 
married . . . are in the same stage of life . . . 
young married with no children.” Despite the 
chronological age difference, chances are their 
needs in goods and services are quite similar. 
Similarly, two men, 40 to 60, each married 20 
years with grown children, now divorced or 
widowed, are in the same stage of life—older 
single. 


20.2 How to Solve a Typical Consumer Re- 
search Problem. Tide, January 14, 1956, 
pp. 26-27. [£.).K.] 

A 23-step procedure for solving typical con- 
sumer research problems is presented in an “or- 
ganizational chart” of consumer research. The 
chart, prepared by Alfred Politz Research, Inc., 
is divided into five main sections. (1) statement 
of problem, (2) development of ideas or 
hunches, () experimental design, (4) survey, and 
(5) solution. 

Motivation research is treated as useful pri- 
marily in generating ideas which then must be 
thoroughly tested by conventional techniques. 
The chart should be most useful to marketing 


research teachers as an aid in clarifying for stu- 
dents the relationship of various parts of the 
survey method. 


20.3 The Circular Test of Bias in Personal 
Interview Surveys. James M. Vicary, Pub- 
lic Opinion Quarterly, Summer 1955. 
[R.E.M.] 


The circular test of bias is a projective device 
for measuring attitude in personal interview 
surveys. Its particular value lies in the measure- 
ment of attitude as it affects the communication 
of particular messages and the impact of specific 
words. The test consists of a lengthy summary 
question, placed at the end of a schedule of 
questions, which contains the important symbols 
represented in the questionnaire. The question 
is deliberately made too long for the respondent 
to remember. When the respondent is asked to 
repeat it word for word, a count is made of the 
number of times each element is “played back” 
faithfully, distorted, or left out entirely and 
what completely new elements are added. Most 
projective techniques present a vague stimulus, 
requiring the respondent to project his own at- 
titudes. This test presents a very specific but 
complex stimulus, requiring the respondent to 
select parts of that stimulus to reflect his atti- 
tudes. 

The technique is very useful in testing very 
specific material to show what it means to a re- 
spondent and the relative importance of differ- 
ent words. Like most projective techniques, it is 
of most value when used with other techniques. 

The Circular Test is also useful in detecting 
interviewer bias as well as acting as a question- 
naire check. When distortion reflects previous 
questions in the questionnaire, it is a double 
check that interviewers have actually asked these 
questions. The primary use of this technique, 
however, is a general measurement of respond- 
ent attitude toward a specific stimulus. 


20.4 Testing. A. C. Nielsen Company. [J.M.R.] 


This booklet discusses the utility of the con- 
trolled market test as a guide in the introduc- 
tion of new products and the modification of an 
existing product. In addition, it is suggested, 
this device may be useful in gauging the likeli- 
hood of success for all types of changes in mar- 
keting strategy: consumer advertising, pricing, 
packaging, and store displays. 

Marketing research people will be interested 
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in the concise presentation of criteria for de- 
termining the size of a test market. 


20.5 What Is Operations Research? Dun’s Re- 
view and Modern Industry, December 

1955» PP- 46-47 ff. [J.m-R.] 
This publication surveyed OR consultants 
and heads of OR departments. To this reviewer, 
the greatest service performed by this study is 


the creation of a graded list of OR applications. 
It runs as follows: 


Where OR is most likely to succeed: 


Production scheduling and telephone conges- 
tion 

Machinery replacement theory 

Investment management 

Production and inventory control 

Economic controls of manufacture 

Machine allocation 

Inventory management 

Market forecasting 


Where OR is less certain of success: 


Development of personnel functions 

Organizational problems 

Market research 

Determining possible uses for new technical 
developments 

Cost control 

Long-range inventory problems 

Development of integrated data processing 
systems in the accounting function 

Production scheduling 

Analysis of inventory policy 

Management decision problems 

Any problem which does not involve a quanti- 
tative answer 

Salary evaluation 


Middle ground: 


Distribution audits 

Capital facilities planning 

Electrical substation operations 

Determining optimum size for mixing tanks 

Determining number of men needed for 
maintenance operation 

Plant and warehouse location studies 

Control of productivity rates 

Library operation 

Advertising effectiveness 

Service performance 

Analysis of business operations 

Allocation of marketing effort 


20.6 The Mass Image of Big Business. Burleigh 
B. Gardner and Lee Rainwater, Harvard 
Business Review, November-December 
1955. pp. 61-66. [j.m.R.] 


Of primary interest to present readers is the 
technique used in ascertaining the mass image 
rather than the mass image itself. 

Findings resulted from a basic study involv- 
ing nearly 1,000 interviews together with more 
recent studies employing smaller samples. Depth 
techniques were used. A respondent was asked 
about the contribution of big business to his 
welfare; he was requested to explain and illus- 
trate why he thinks as he does; he was asked to 
discuss selected news stories about business ven- 
tures and strikes; completion questions were 
asked. 

But, the authors suggest, if we are to go be- 
yond a tabulation of attitudes and recommend 
policy or courses of action, we must look at other 
significant factors—especially the sociological 
characteristics and the personality of respond- 
ents since these characteristics condition atti- 
tudes and beliefs. 

Thus, the great “middle majority” seem to be 
strongly affected by three psychological charac- 
teristics: (1) strong need for security; (2) reli- 
ance on others for gratification of this need; and 
(3) tendency to evaluate reality in terms of 
their immediate, concrete experiences. 

With this frame of reference, the authors find 
that the “middle majority,” because of current 
well-being, is favorably disposed toward big busi- 
ness: it is the pace setter; it is best qualified to 
handle the production job; it provides goods of 
uniform quality and at low cost; it invests heav- 
ily in research and development; it provides 
many jobs and greater opportunity to work. But 
these same psychological characteristics account 
for a primary fear that big business may sepa- 
rate its interests from those of the public and 
for protection from these, this group looks to 
national government and the unions. Not power 
or bigness, but the untrammeled use of it threat- 
ens the security of the middle majority. 

This is recommended reading for marketing 
and public relations people associated with en- 
terprises characterized as big business. 


20.7 Frozen Grapefruit Sections: Evaluating a 
New Product by Retail Sales Audit and 
Household Survey. Marketing Research 
Report No. 110, Department of Agricul. 
ture, December 1955, 62 pp. [K.A.G.] 


Reports survey results (and methods) for two- 
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month pilot test of a recently improved product, 
reintroduced in the Erie, Pennsylvania, market 
during the fall of 1954, using an intensive pro- 
motional campaign. About half the homemakers 
reported awareness of the “new” product. Gen- 
eral advertising apparently reached 60 per cent; 
store displays, 50 per cent; word of mouth, 20 
per cent. Ten per cent reported buying. Stores 
using store demonstrations apparently had four 
times the sales of comparable stores without 
demonstrations. Stores using the usual type of 
retail store promotions apparently had three 
times the sales they might have had without the 
promotions. Sales of canned grapefruit sections 
apparently did not suffer. 


20.8 Preferences for Canned Grapefruit Juices. 
Marketing Research Report No. 108, De- 
partment of Agriculture, December 1955, 
$ipp. [K.A.c.] 

Reports a consumers’ preference study made 
on a sampling basis in Indianapolis by furnish- 
ing 640 homes with controlled selections of the 
juice for each family to sample and report on. 
Labeling as to “sweetened” or “unsweetened” 
seemed to increase the preference rating for any 
type of juice tested. Sweetened juices rated high- 
est. Ideal Brix acid ratings were determined. 
The canned juice stood up well in preferences 
against frozen grapefruit juice and frozen or- 
ange juice. 


21. RETAILING 
21.1 Retail Jewelry Store Survey—1954 Operat- 


ing Statistics. American National Retail 
Jewelers Association, 21 pp. [J.M.®.] 


This is an unusually complete analysis of op- 
erations ranging from operating results by size 
and by city size to gross margins and turnover 
rates for the different classes of merchandise and 


predominant terms of sale. The format of tables 
and charts makes for easy reading. Median 
rather than mean figures are used throughout to 
avoid distortion. A glossary of terms used in this 
report is included, 

Some of the highlights: The typical jewelry 
store in 1954 had sales of $87,000—a gross mar- 
gin of 42.3 per cent, a net profit of 3.2 per cent, 
and a turnover rate of 1.05. For all stores, gross 
margins ranged from 47.9 per cent on filled and 
novelty jewelry to a low of 39.8 per cent on 
china and crystalware; turnover rates ranged 
from a high of 2.08 on appliances to a low of 
0.82 on sterling hollow ware. 


Survey methodology is thoroughly described 
and distribution of returns is compared to 1948 
Census of Business data for jewelry stores. Cor- 
relation is of a high order. 


21.2 The Small Highway Business on U. S. 30 in 
Nebraska. John M. Roberts, Robert M. 
Kozelka, Mary L. Kiehl, and Thomas M. 
Newman, Economic Geography, April 
1956, pp. 139-52. [B.J-K.] 

Dr. Roberts, Professor of Anthropology at the 
University of Nebraska, Dr. Kozelka, Assistant 
Professor of Mathematics, Miss Kiehl and Mr. 
Newman, former graduate students in the De- 
partment of Anthropology at Nebraska, investi- 
gated the small highway business as a social sys- 
tem characteristic of contemporary, industrial- 
ized, and highly organized societies. The authors 
regard their work as a substudy and a conven- 
ient and practical beginning toward the study 
of the entire highway system and culture. 

Some conclusions of interest to retailing stu- 
dents: Characteristically, the small highway busi- 
ness is a family business. A median among cate- 
gories of 31 per cent of the business in the sam- 
ple is owner operated. (A stratified 10 per cent 
random sample was used.) The mean number of 
employees is 3.7. The median length of occu- 
pancy of a single location is 12 years; the me- 
dian length of tenancy, 5.8 years. 

Approximately 50 per cent of the customers 
of these businesses were believed to be from 
out of state. Of these, 80 per cent were thought 
to be tourists. About 50 per cent of the tourists 
were traveling with children. All of the busi- 
nesses used on-premise signs to attract Customers, 
but less than half used other highway advertis- 
ing. 

Each retail establishment was said to be sup- 
plied by a mean of more than six regular sup- 
pliers. Approximately one third subscribed to 
trade journals. 


21.3 When a Woman Shops, Wiat’s on Her 
Mind? Printers’ Ink, sea 26, 1956, 
25-71. [BJ-K.] 

The Alderson & Sessions shoppers panel of 
61 middle-income, Philadelphia area women 
found some interesting answers to the old ques- 
tions of how and why a woman shops. Among 
them: A woman prefers to shop in the first store 
she selects. This favored first store is selected on 
the basis of its personality as it integrates with 
the shopper's pattern of life. The idea that 
women like to shop seems to be a male fiction. 
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The panelists went to the store they thought 
would give them the best chance of making the 
purchase so they could get the purchase over 
with as quickly as possible. 

Consumers tend to choose their stores in clus- 
ters, both geographic and personality. A major, 
not unexpected finding is that women shoppers 
prefer stores with quite distinct personalities. 
For example, they tend to shop at a store with 
a very wide or very deep selection. Panelists only 
rarely comparison shopped. Shoppers obtained 
very little systematic information before making 
even major purchases. 

The methodology involved direct observation 
of the panelists in experimental and actual situ- 
ations. The sponsors believe the procedure of 
the study offers promise as a technique supple- 
menting large sample interviewing and motiva- 
tion research. 


21.4 Your Customers Are Spending More Money 
in Fewer Stores. Edgar Gunther and War- 
ren A. Vierow, Printers’ Ink, March 2, 
1956, pp. 46-52. [E.J.K.] 

A preliminary report of the 1954 U. S. Census 
of Business (the first Census of Business since 
1948) shows 43,000 fewer outlets in 1954 versus 
1948 but a 32-per cent increase in sales volume 
(from $128,992,551,000 in 1948 to $169,672,171,- 
000 in 1954). In 1954 the country had 1,720,920 
retail establishments. 


The released Census of Business retail trade 
summary is divided into five parts: 


1. A comparison of 1948 and 1954 figures show- 
ing total retail units, sales, payrolls, and em- 
ployees. 

. A comparison of retail sales for the two census 
years by 11 lines of retail trade. 

. A compilation of the number of establish- 
ments, sales volume, payrolls, and personnel 
Statistics by states and regions. 

. A regional and state analysis showing estab- 
lishments and sales by 11 lines of retailing. 

5. A comparison of sales for 1948 and 1954 in 
selected standard metropolitan areas. 


Some highlights: Indications are that super- 
markets in 1954 did more than 50 per cent of 
the United States grocery volume (as recently as 
1939 supers had only 4.4 per cent of the grocery 
dollar), though supermarkets in 1954 accounted 
for only 6 per cent of the total grocery store pop- 
ulation. 

Some important regional shifts were noted. 


Eight northern states do 42 per cent of all retail 
trade, but the South Atlantic states are the fast- 
est growing retail areas. The South Atlantic re- 
gion is now the third largest retail trade area 
in the country, even leading the West Coast. 

On a state basis, New York ($18,074,998,000) 
leads. California and Pennsylvania are the other 
states with retail sales volume over ten billion 
dollars. 

Four groups exceeded the United States aver- 
age volume increase of 32 per cent—nonstore, 
gas stations, automotive, and food. Showing the 
least increase as groups were apparel and gen- 
eral merchandise. 


21.5 Results of a Survey on Store Moderniza- 
tion. Department Store Economist, June 
1955 (reprint). [J.M.R.] 


Three out of four department stores respond- 
ing to this mail survey are over 21 years old; al- 
most one third are over 50. Six out of ten mod- 
ernized during 1953-54, whereas one out of four 
plan to modernize during 1955-56. Store ex- 
teriors, lighting, air conditioning, vertical trans- 
portation, and selling fixtures are considered in 
detail both in terms of what was done and what 
is planned. 


21.6 The Infants’ and Children’s Department. 
Stores, July 1955, pp. 29-42. [J-M.&.] 

This timely report on how to increase volume 
in infants’ and children’s departments was com- 
piled from the ideas and experiences of buyers, 
specialty shop owners, manufacturers, and maga- 
zine editors. The material is noteworthy for its 
ready implementation into promotion policy. 


Recommendations: 


1. Make it easy to shop: an easily reached lo- 
cation, preferably near maternity clothes; ex- 
pose merchandise for related selling and gift sug- 
gestions. 

2. Promote fashion: call on ready-to-wear 
trained managers to coach the infants’ buyer in 
fashion promotion. 

3. Give service: young mothers appreciate 
credit, delivery, mail, and telephone service; 
store can give clinics, classes, help in planning 
layettes and nurseries. 

4. Promote the department: feature assort- 
ments, services—not price. 

5. Look big in the market: resources are 
chronically oversold; hand-to-mouth buying is a 
distinct handicap. 
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21.7 Industry Surveys: Retail Trade (1) Chain 
Stores, (2) Department and Mail Order 
Stores. Standard and Poor's. |j.M.®.} 


On the assumption that it is often good to see 
ourselves as others see us, these concise reports 
make interesting reading for marketing people. 
Each report contains an appraisal of short-term 
outlook for the trade in general together with 
analyses of anticipated financial conditions of 
leading firms. In addition, a statistical table 
shows for these firms data on sales and earnings 
—both current and comparative. 

Standard and Poor's report is optimistic for 
both groups. In its advice to investors, particu- 
lar issues are named for their income or specula- 
tive possibilities. As an external source of mar- 
keting information with a different approach, 
these surveys are recommended. 


21.8 Why Do College Graduates Leave Retail- 
ing? IT. D. Ellsworth and Jeanne S. Hul- 
quist, Journal of Retailing, Winter 1955, 
1956, pp. 157-65. [8.c.H.] 

Eight department stores, one mail order 
house, and one national chain headquarters pro- 
vided the names of 957 college graduates who 
had left their employ during the past five years. 
Responses to questionnaires sent to the entire 
list were received from 167 individuals. Four out 
of five respondents had left retailing chiefly in 
order to enter other business fields. Questions 
of money and hours of work were the two main 
reasons cited by both men and women for leav- 
ing retailing, and all respondents reported bet- 
terment of status in their new jobs. The re- 
spondents felt that schools have tended to soft- 
pedal the disadvantages of the field such as ini- 
tial low pay, hardships of excessively demanding 
although challenging and stimulating work, and 
frequently hard-to-deal-with executives. 


21.9 Can Stores Curtail Services Without Los- 
ing Customers? T. D. Ellsworth and Kath- 
erine Mitchell, Journal of Retailing, 
Winter 1955-1956, pp. 174-79 ff. [s.c.n.] 

Interviews with men and women customers in 
New York department, specialty, and discount 
stores indicate that merchandise assortments, 
value, and quality are the prime reasons for se- 
lecting stores. Many of the shoppers have be- 
come accustomed to a withdrawal of services or 
to paying fees for such services as C.O.D. deliv- 
ery, clothing alterations, and gift wrap. Probably 
the rise of supermarkets and discount houses, an 


increase in leisure time, the “do-it-yourself” fad, 
and a desire to own more and better things have 
changed customer demands with regard to serv- 
ices. The moral seems to be that merchants 
should re-evaluate their service and price poli- 
cies, in many cases altering the former if neces 
sary to keep the latter competitive. 


21.10 Extent and Causes of Markdowns in 
Single-Line Stores. N. W. Comish, Jour- 
nal of Retailing, Winter 1955-1956, pp. 
190-92. [S.C.H.] 


A brief report of a survey of markdowns in 
chain and independent single-line stores in the 
dry-grocery, drug, hardware, furniture, and shoe 
fields. The survey indicates that markdown rates 
are of appreciable magnitude, especially in the 
grocery and furniture lines, when compared 
with net profits. Buying errors appear to be the 
chief cause of markdowns, indicating a need for 
more scientific buying techniques. 


21.11 Sales Promotion in Shopping Centers. 
Robert K. Otterbourg, Journal of Retail- 
ing, Winter 1955-1956, pp. 183-89 ff. 
[s.c.H.] 

Otterbourg raises the interesting question of 
the unit of promotion in suburban shopping 
centers. Should each store attempt to promote it- 
self entirely individually, or should there also be 
some attempt to promote the center as a unit? 
Should downtown-store promotional techniques 
and copy also cover suburban-center branches or 
should the branches receive individual atten- 
tion? Reviewing some especially successful cen- 
ters, Otterbourg concludes that a center is an 
entity which gains from joint promotion and 
that the separate center members should to some 
extent submerge their individuality to the needs 
of the entity. 


23. SALES MANAGEMENT (including Sales- 
manship) 


23.1 Keep That Personal Touch. Chemical 
Week, April 7, 1956, pp. 49-50. [w.c.] 

The “product manager” function is the coor- 
dination of management functions to help sales. 
The product manager coordinates purchasing, 
production, sales, training, packaging, traffic, 
and advertising. He must know the customer's 
needs and those of his own firm thoroughly. ‘The 
advantage of combining these functions at one 
point is to help service both large complex cus- 
tomers—a problem of increasing importance as 
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mergers mount—and small businesses without 
losing the personal touch in customer relations. 
Better control is obtained in trying to balance 
production, sales, inventories, and customer in- 
ventories. 


23.2 Updating a Trademark. Chemical and En- 
gineering News, February 6, 1956, pp. 
566, 568. [w.c.] 


American Cyanamid had a problem in replac- 
ing an outdated trademark with one to encom- 
pass their expanded product line. Their old 
emblem of a hand clutching lightning bolts 
was adopted forty years ago to symbolize their 
use of electricity in chemical production. This 
mark was no longer representative of the over- 
all operations; it was outmoded in artistic style; 
and, when reproduced on a small scale, it was 
extremely difficult to identify. The new mark 
consists of the name “Cyanamid” in an elliptical 
frame. The criteria used to select the mark were: 
simplicity; easy identification; easy reproduc- 
tion; and an eye-catching, long-lived design. 


23.3 A Pitch Still Sells Specialties. Chemical 
Week, March 3, 1956, pp. 42-44. [w.c.] 


The product demonstrator—a direct descend- 
ant of the medicine show fast-talking pitchman— 
is an important and usually reputable factor on 
the current chemical specialties marketing scene. 
Specialties are particularly suited for demonstra- 
tion that show how they work and how they 
should best be used. Finding good demonstra- 
tors, now mostly women, is not an easy job. Dem- 
onstrations are usually introductory—the profit 
comes from the follow-up. 


23.4 Selecting Salesmen: Beware of “Scientific” 
Hiring. N. B. Winstanley, The Manage- 
ment Review, November 1955, pp. 803-6. 


The author claims that not all consultants are 
qualified to assist management in the selection 
and appraisal of sales applicants. When going 
outside for help, he suggests several criteria: can 
the consultant produce evidence of past success; 
what are the experience, training, and profes- 
sional qualifications of the person in full-time 
charge of testing; what are the qualifications of 
other full-time staff members; does the consult- 
ant mail tests for anything and everything and 
delegate to the client responsibility for adminis. 
tering, scoring, and interpreting results? 

As a check on the quality of the consultant's 
work, it is recommended that he be requested to 


predict job success. A year later these predictions 
can be matched against performance ratings. 

Where companies have chosen well-qualified 
testing agencies and have promptly followed up 
to ascertain derived benefits, there is ample evi- 
dence that positive improvements in selection of 
salesmen can be achieved. 


23.5 Fewer Sales at Sixty. James K. Blake, Dun’s 
Review and Modern Industry, July 1955, 
PP- 39°40. [J.M.R.] 


This article concisely and cogently sets forth 
the complex of problems facing the older sales- 
man together with an indication of the difficul- 
ties facing management in trying to cope with 
these problems. Psychologists can only hazard 
“theoretical best guesses of unknown reliability” 
regarding the impact of age on salesmen. 

Many sales executives are confronted with a 
falling sales curve on the part of a salesman who 
has been a good producer for years. It is not the 
physical reaction to aging that causes the dam- 
age “but rather anxiety associated with anticipa- 
tion of aging and the changes that go with it 
that causes the trouble.” 

How to cope with this problem is one of the 
most difficult tasks a sales manager has to face. 
One company makes its aging salesmen “super- 
visors,” whenever possible. Another sometimes 
splits a territory, giving the older salesman the 
portion that requires the least physical effort. 
One firm gives him an open territory—lists of 
companies rather than a geographical area. Some 
older salesmen are assigned house accounts. A 
number of companies take the man off the road 
entirely and assign him to home or district office 
responsibilities in training, correspondence, and 
sales analysis. 

Some of these moves cannot be justified on a 
cost basis. Equity and humaneness, however, 
leave no alternative. 


23.6 Missing Ingredient in Sales Training. John 
M. Frey, Harvard Business Review, No- 
vember-December 1955, pp. 126-92. [J.M.8.] 


In view of the present trend toward the “cus- 
tomer-problem aproach” in selling, Mr. Frey 
finds that present salestraining methods are 
lacking in their emphasis on human relations. 

To develop the novice’s skill in relating him- 
self to and handling his face-to-face involvement 
with other people, Mr. Frey would eliminate the 
rules—the steps in a sale—and replace them with 
a method or frame of reference for looking at 
behavior and at the factors affecting behavior. 
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Role playing is considered the most promising 
approach; it forces learning by doing. But the 
trainer must conduct role playing in a spirit of 
inquiry rather than judgment. Emphasis must 
be on “what has happened” rather than “was it 


good or bad.” 


24. SALES AND ECONOMIC FORECASTS 


24.1 Still Another Record Chemical Year 
Ahead. Douglas Greenwald, Chemical En- 
gineering, January 1956, pp. 262, 264. 
[w.c.] 

There is still another record chemical year 
ahead. According to a recent survey of the Mc- 
Graw-Hill Department of Economics, sales in 
1956 will be 8 per cent over 1955, for the chemical 
process industries. For subdivisions, the 8-per 
cent increase will hold for rubber, paper, and 
ceramics; for industrial chemicals, the expected 
increase is g per cent; and for petroleum refin- 
ing, only 4 per cent. 

This forecast is based on an expected increase 
in G.N.P. of $18 billion from 1955 to 1956 to 
$405 billion in 1956. 


24.2 Automatism in the American Economy. R. 
L. Meier, Journal of Business, January 
1956, pp. 14-26. [s.c.1.] 

This visionary article is concerned partly with 
the problems of introducing substantial innova- 
tions into a going society and predicting their 
impact. It then turns to an estimate of automa- 
tion's influence upon various aspects of the 
economy. The author sees widespread use of au- 
tomation and communication theory except in 
such areas as agriculture, forestry, mining, and 
most forms of transport and construction. De- 
mand fluctuations and price risks make the latter 
group relatively impervious to automation. 
Labor will be displaced to a considerable degree 
but will shift to new, higher-grade jobs. “A large 
share of the added output, however, should ap- 
pear in the form of communications equipment 
for the home and school. This would increase 
consumer information severalfold within two 
decades, and could, therefore, lead to significant 
changes in behavior.” 


24.3 Problems of Business Forecasting and the 
Outlook for Business. Charles F. Roos, 
Journal of Business, January 1956, pp. 
1-1. 


The author, President of the Econometric In- 
stitute, runs through the seven steps used by that 
organization in preparing its forecasts, ‘These 


steps are (1) counting and measuring the capac- 
ities of the various sectors contributing to na- 
tional income; (2) measuring the influence of 
changes in money supply and credit; (3) meas- 
uring average per-capita consumption; (4) ad- 
justing for population changes; (5) estimating 
changes in technology and their impact; (6) esti- 
mating changes in the long-term interest rate 
and their impact; and (7) calculating the effects 
of tax changes on production and income. On 
this basis the author concludes that, while noth- 
ing in the present business picture remotely re- 
sembles 1929 or 1937 and there are only slight 
resemblances to 1948 and 1953, the economy 
may approach a critical area, with 1956 possibly 
marking a cyclical peak. 


24.4 Forecasting Short-Term Consumer De- 
mand from Consumer Anticipations. Irv- 
ing Schweiger, The Journal of Business, 
April 1956, pp. go-100. [s.c.11.] 


The author reviews short-term forecasts pre- 
pared from consumer-intention-to-buy data de- 
veloped by the Federal Reserve Board—Univer- 
sity of Michigan Survey Research Center Surveys 
of Consumer Finances, “Some 46 predictions of 
change in spending for specific expenditures 
were made in the period 1946-1954. Of these, 39 
turned out to be correct. The probability is con- 
siderably less than one in 1,000 that this could 
have occurred by chance alone.” 

However, certain limitations are noted. The 
predictive method does not rely upon the appli- 
cation of a set formula to the data but rather 
calls for considerable judgment and experience. 
The extent to which consumers advance plan 
their purchases may be changed by external fac- 
tors, but the analyst can give such factors a judg- 
ment weight. Finally, the Survey Research Cen- 
ter’s annual surveys cannot develop really useful 
data for items having short consumer purchase 
planning periods. The author recommends a 
continuing survey. 


25. STANDARDIZATION AND GRADING 


25.1 Symbols of Quality: Versatile Sales Aid. 
Chemical Week, March 31, 1956, pp. 78- 
79. [w.c.] 

Use of an emblem representing a product end- 
use standard established by the raw material pro- 
ducer is becoming commonplace in the textile 
finish and plastics industry. ‘Tags and standards 
are an important marketing tool which ties in 
with increase of self-service in retail stores. Costs 
of tag and quality standard systems come high. 
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Most of the cost is in advertising, less in labeling 
and laboratory control. Some industry associa- 
tions such as the Society of the Plastics Industry 
also provide seals of approval for consumer 
products using raw materials produced by the 
industry. 


25.2 Does the Seal Make a Sale? Chemical 
Week, March 31, 1956, pp. 38-39. [w.c.] 


Tests by an independent laboratory are often 
used to support specialties advertising copy. 
Reputable testing laboratories sell a reputation 
for trustworthiness which is valuable when new 
products are marked, especially by new or small 
manufacturers not known to the public. 


26. STATISTICAL DATA (including Sources, 
Types, Revision, and New Series) 


26.1 Urban Consumer Expenditures for Trans- 
portation. Marketing Research Commit- 
tee Study, Division of Marketing, Ameri- 
can Petroleum Institute, October 1955. 
[R.£.M.] 


Gives information on (1) family expenditure 
for gasoline, motor oil, tires, batteries, and ac- 
cessories; (2) percentage of family income that 
these expenditures represent; (3) ratio of family 
expenditures for gasoline to expenditures for 
motor oil; (4) percentage of two-car families; 
and (5) mileage differences between one- and 
two-car families. These expenditures are broken 
down further by income group, city size, and ge- 
ographical location. The breakdowns include 
variations in Consumer transportation expendi- 
ture patterns for (1) high-income and low-in- 
come families; (2) suburban and urban families; 
and (3) families living in the North versus fam- 
ilies in the South and West. Although the study 
was based on 1950 figures compiled by the Bu- 
reau of Labor Statistics, the patterns established 
are expected to stand up for a considerable pe- 
riod of time because customs and habits change 
slowly. 


26.2 Motor Oils and Lubrication. A Study of 
Consumer Purchasing Habits; 1955, Crow- 
ell-Collier Automotive Study, Marketing 
Research Committee, Division of Market- 
ing, American Petroleum Institute, pp. 
28-31. [R.e.M.] 


A series of questions designed by the Market- 
ing Research Committee of the American Petro- 
leum Institute were included in the 1955 Crow- 
ell-Collier Automotive Survey. The results show 


(1) where people take their cars for oil changes 
and lubrication, (2) intervals between the per- 
formance of these services, and (3) the kind of 
motor oil purchased by the consumer. These re- 
sults are broken down further by year model of 
car, household income, total mileage on car, and 
geographical regions. 

Based on a prelisted probability area sample 
of 4,165, interviews, these results should be of 
great value to the petroleum consumer re- 
searcher. 


26.3 Illustrative Example of a Method of Esti- 
mating the Current Population of Sub- 
divisions of the United States. (Series 
P-25, No. 133), Bureau of Census, March 
16, 1956, 2opp. [K.A.c.] 


Provides towns, counties, and other users of 
small-area population statistics with a simplified 
and improved method for estimating current _ 
populations. This revises Method II of Series 
P-5, No. 20, and is reportedly substantially better 
than other commonly used methods such as 
arithmetic projection. Discusses pitfalls and pos- 
sible use of additional indices. Carries an ex- 
ample through in full detail. Provides two ref- 
erence tables of adjustment factors by state, age, 
color, and sex. These cover percentage of com- 
pleteness of enumeration and survival factors 
for the youngest ages. 


29. THEORY OF MARKETING (including 
Competition) 


29.1 Marginal Policies of “Excellently Man- 
aged” Companies. J. S. Earley, American 
Economic Review, March 1956, pp. 44-70. 
[8.C.H. | 


Many marketing theorists claim that firms be- 
have “nonmarginally” in having predominantly 
a long-run and defensive viewpoint in pricing, 
production, and investment policies and in us 
ing full-cost rather than incremental-cost calcu- 
lus in pricing, production, and investment de- 
cisions. 

Earley attempts to test the validity of these 
hypotheses through an interesting and ingenious 
questionnaire sent to manufacturing companies 
receiving the American Institute of Manage- 
ment’s “excellently managed” rating; 54 per 
cent responded, 

The questionnaire first raised questions about 
company organization structure and accounting 
methods (for example, are fixed and variable 
costs determined and are separate costs com- 
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puted for different products, functions, and mar- 
kets?) to determine whether the company could 
use marginal analysis. Then, a number of ques- 
tions probed policies and behavior to provide a 
basis for inference as to whether marginal tech- 
niques were used. 

Earley's conclusions are: “The bulk of these 
‘excellently managed’ companies do not con- 
ceive of short-run vs. long-run profitability as 
alternative and inconsistent goals and . . . they 
seek to ‘maximize’ their long-run welfare by 
alertly trying to maintain and increase their 
current profits within their practicable horizons 

- marginal accounting and costing princi- 
ples have a strong hold among these companies, 
and the bulk of them also follow pricing, market- 
ing, new product and product-investment poli- 
cies that are in essential respects marginalist.” 


29.2 Two Keys to Modern Marketing. Charles 
G. Mortimer, Business Record, November 
1955» PP- 438-49. [J-M.R.] 

This article is based on a speech delivered by 
Mr. Mortimer, President, General Foods Corpo- 
ration, at a meeting of the National Industrial 
Conference Board. It should be reproduced in 
this JOURNAL in its entirety. 

At the beginning, Mr. Mortimer makes this 
challenge: “. . . the time has come to broaden 
our perspective on marketing and distribution 
to enhance the whole complex of operations 
from the time a manufacturer assembles raw 
materials until they reach the ultimate con- 
sumer in the form of finished products.” The 
two keys to this concept of modern marketing 
are motion and convenience. 

Regarding motion, the author goes back to 
A. W. Shaw, who in 1916 stated that the essential 
element in every phase of business is the appli- 
cation of motion to materials. Accordingly, the 
stream of production, marketing, and distribu- 
tion includes all the energy expended and all 
the motions made between the time special seed 
strains are developed and the moment the frozen 
vegetable reaches the housewife’s kitchen. Who, 
the author asks, will volunteer to untangle the 
interwoven strands of production, marketing, 
and distribution functions in this continuous 
process? 

But in today’s competitive atmosphere, plan- 
ning must begin at the consumption end of the 
stream of motions rather than at the production 
end. The key to successful consumption-oriented 
planning is convenience. Convenience takes on 
the following dimensions: form, time, place, 


quantity, packaging, readiness, combination, 
automatic operation, selection, and credit. 

The following characteristics of American lite 
are responsible for the importance of conven- 
ience: apartment and all-on-one-floor living, 
doubling in homemaking and business, disap- 
pearance of domestic help, the automobile, 
leisure time, the “busyness” of Americans. 

To food, clothing, and shelter, we should add 
convenience. 

The two keys are brought together by the 
concept that convenience (or value or utility) is 
acquired by a series of motions—the motions of 
the drill-press operator, the railroad brakeman, 
the account executive, and the retail clerk. 


29.3 Fundamentals of Measurement. Paul 
Kircher, Advanced Management, October 
1955» Pp- 5-8. [J-M.R.] 

Because this paper presents a structure for all 
forms of business measurement, it is recom- 
mended to marketing research people for “after 
hours” consideration. The author's remarks are 
built around the following elements of the 
measurement process: 


1. Determination of the objective of the busi- 
ness entity—the purpose which is to be 
served in a particular situation. 

. Determination of the types of factors which 
might serve to attain the objective. 

. Selection of the key aspects of the factors— 
the aspects which are to be measured. 

. Choice of (a) a measuring method or (b) a 
measuring unit. 

. Application of the measuring unit to the 
object to be measured—the central action 
of measurement. 

. Analysis of the measurement—relating it to 
other measurements (other in time or in 
kind). 

. Evaluating the effectiveness of the measure- 
ment by determining the extent to which it 
assisted in the attainment of the objective. 


Readers will note the strong similarity to pro- 
cedures that have been developed within the 
marketing research sector. 


32. WHOLESALING 
32.1 Comeback of the Wholesaler. Edwin H. 


Lewis, Harvard Business Review, Novem- 
ber-December 1955, pp. 115-25. [J-M.R.] 

Professor Lewis presents an excellent over- 

view of steps being taken (not necessarily uni- 
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formly) by wholesalers to maintain and improve 
their status in a dynamic and competitive 
economy through better operating methods and 
through policies more precisely fitted to the 
needs of suppliers and customers. 

He considers in turn: basic sales policies, pro- 
motional methods, physical handling, and sales 
control. 

The wholesaler’s greatest success has been 
achieved in working relationships with cus- 
tomers. Improvement in physical handling and 
clerical routines has been notable. Progress in 
sales management has lagged. More work in the 
control of sales effort, the analysis of markets, 
and the acquisition of adequate cost data is 
needed. 


33. UNCLASSIFIED 


33.1 What People Want When They Buy a 
House. (PB 111654) Department of Com- 
merce, December 16, 1955, 126pp. [K.A.c.] 


Ranks preferences expressed by prospective 
buyers. Gives data for various features of the 
houses. This was a joint study by the University 
of Illino’s, the University of Michigan, and the 
Housing and Home Finance Agency. 


33.2 What Automation Means to Marketing. 
Tide, January 28, 1956, pp. 36-37. [B.J.K.] 

Peter Drucker’s talk on automation, given at 
the December 1955 American Marketing Asso- 
ciation meeting, is reported in this article. 
Drucker’s thesis is that long-run automation will 
have its greatest impact on marketing, not on 
production. Therefore, companies must “auto- 
mate” their marketing if they are to create the 
new markets necessary to support automated 
production, 

Drucker views automated marketing in terms 
of maximizing human efficiency. He believes our 
present distribution system is beginning to 
crumble at the edges. Cited are cases of the 
franchised automobile dealer, who is losing 
ground to the large-volume seller, and the fran- 
chised consumer goods dealer, who is losing out 
to the discount house. 

Marketing is becoming “the critical area of 
business management.” According to Drucker, 
we have an economy now which is a mass dis- 
tribution rather than a mass production econ- 
omy. Mass distribution now is a determinant of 
the potential, standards, and growth of the 
economy. 

The major marketing job ahead is one of 


“finding conceptions, of finding measurements 
and of developing new marketing systems, new 
distributive channels, a pricing theory that is 
adequate, and the ability to manage a business 
rationally by having a rational image of .. . 
the market, both quantitatively and qualita- 
tively.” 

For instance, we may have to change our 
whole frame of reference to develop a new mar- 
keting structure. “We may have to shift the 
entire marketing structure .. . of a major ap- 
pliance, to a rental market, or to a market where 
perhaps we could sell an appliance with the 
definite promise that five years from the day it is 
sold it will collapse and be totally gone.” 


33.3 How to Create 104 Ideas in 45 Minutes. 
Printers’ Ink, February 17, 1956, pp. 28- 
93. [E-J-K.] 

The article is a verbatim transcript of a brain- 
storming session. The subject of the session: how 
to make auxiliary salesmen of all employees. 

The use of the brainstorming technique has 
reached the point where college courses are 
offered in the subject. The article offers an intro- 
duction to the “science of imaginecring” to 
those not familiar with Mr. Osborn’s books on 
the subject. Some who read this report will want 
to go further into the “principles of brainstorm- 
ing.” 


33.4 Marketing Research Completed at Uni- 
versities and Colleges, October 1953— 
May 1955. Compiled by Robert H. Cole 


All of the universities and colleges having 
staff members belonging to the American Mar- 
keting Association were asked to report market- 
ing research completed at their institutions. The 
following data were reported, Copies of the re- 
search work were requested but were not always 
received, Editing of the responses has been diff- 
cult, simply because of the inability of the com- 
piler to determine at long range exactly which 
items were clearly market research and which 
were not. In cases of doubt, listings were omitted 
as a general rule. 

The following information is given whenever 
possible: author, title of publication, date of 
publication, where obtainable, and price. In 
some instances, some of these items were not 
supplied. 


ARIZONA, UNIVERSITY OF 
Shirer, John; “Regional and County Patterns 
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in Arizona” in Vol. 2, No. 10 of Arizona 
Business and Economic Review; October 
1953; Bureau of Business Research. 

Casaday, L. W.; Arizona—An Economic Re- 
port, 1953; December 1953; Bureau of Busi- 
ness Research. 

Casaday, L. W.; “Arizona's Economy” in Vol. 
3, No. 2 of Arizona Business and Economic 
Review; February 1954; Bureau of Business 
Research, 

Ringstrom, N. H. Jr.; Arizona—County Base 
Book; July 1954; Bureau of Business Re- 
search. 

Waugh, Robert E.; “Motivational Research— 
A Scientific Tool” in Vol. 4, No. 3 of 
Arizona Business and Economic Review; 
March 1955; Bureau of Business Research. 

Ringstrom, N. H. Jr.; “Arizona Drug Store 
Operations, 1951 and 1953” in Vol. 4, No. 
4 of Arizona Business and Economic Re- 
view; April 1955; Bureau of Business Re- 
search, 


Cuicaco, UNIVERSITY OF 


Howard, John A.; “A Note on Corporate 
Forecasting Practices” in The Journal of 
Business; January 1954; University of Chi- 
cago Press; $1.75. 

Howard, John A.; “Collusive Behavior” in 
The Journal of Business; June 1954; Uni- 
versity of Chicago Press; $1.75. 


Cornece UNIVERSITY 


Beyer, Glenn H. and Partner, James W.; Mar- 
keting Handbook for the Prefabricating 
Housing Industry. (Research publication 
No. 2); 1955; Housing Research Center. 


Stare UNiversiry 


Stevens, J. Richard; A Survey of the Effective- 
ness of Florida’s Tourist Advertising Pro- 
gram for the Year of July 1, 1953 Through 
June 30, 1954; January 1955; write directly 
to author at Florida State University. 


Fiorina, UNIVERSITY OF 


Osterbind, Carter C.; “The Development of 
Sources of Housing Market Data from 
Local Financial and Related Records” in 
Housing Market Analysis, A Symposium; 
March 1954; National Analysts, Inc., 1015, 
Chestnut St., Philadelphia 7, Pa. 


ForpHaM UNIVERSITY 


Tucci, Mario J.; Outline for the Study of 
Marketing Policies; 1954; Fordham Univer- 
sity School of Business; 75 cents. 

Tucci, Mario J.; Outline for the Study of 
Marketing Campaigns; 1955; Fordham Uni- 
versity School of Business; 75 cents. 


HaArvarp UNIVERSITY 


Marshall, Martin V.; Automatic Merchandis- 
ing: A Study of the Problems and Limita- 
tions of Vending; 1954; Division of Re- 
search, Harvard University; $3.50. 

McNair, Malcolm P.; Operating Results of 
Department and Specialty Stores in 1953; 
1954; Division of Research, Harvard Uni- 
versity; $4.00. 

Robinson, Lawrence R.; Operating Results of 
Limited Price Variety Chains in 1953; 1954; 
Division of Research, Harvard University; 
$1.50. 


Hawau, UNIVERSITY OF 


Philipp, Perry F.; Diversified Agriculture of 
Hawaii; 1953; University of Hawaii Press; 
$3-75- 

Peters, C. W., Reed, R. H., Doue, S. M., and 
Clark, R. H.; Meat Purchases and Prefer- 
ences in Hawaii; June 1954; College of 
Agriculture, University of Hawaii; free. 

Peters, C. W.; Cost of Hauling Fresh Fruits 
and Vegetables in the Honolulu Market; 
May 1955; College of Agriculture, Univer- 
sity of Hawaii, free. 


UNIVERSITY OF 


Department of Agricultural Economics, Col- 
lege of Agriculture: 
Mimeograph Publications: 
Norton, L. J.; The Case for Medium 
Price Supports (#2976); 1954. 
Bartlett, R. W.; Economic Factors Un- 
derlying Price Plans (#3001); 1954. 
Norton, L. J.; Grain and Livestock Mar- 
het Problems (#3005); 1954. 
Wills, Walter; Livestock Auctions in Il- 
linois (#3021b); 1954. 
Bartlett, R. W.; What About the Market 
for Milk in Chicago (#3037); 1955. 
Geuther, Milton; Produce Rack Display 
Plan (#3041); 1955. 
Printed Circulars: 
Norton, L. J.; When To Market Grain 
(#711); 1953. 
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Wills, Walter; Marketing Southern IIlli- 

nots Livestock (#713); 1954- 
Illinois Farm Economics Series (printed): 

Bartlett, R. W.; Is State Control of Con- 
sumer Prices of Milk in the Public In- 
terest?; 1954. 

Hicronymus, T. A.; The Market for Illi- 
nois Corn (#219); 1954- 

Mutti, R. J.; Appraising the System for 
Distributing Feed to Farmers (#220); 
1954- 


Books: 


Norton, L. J.; Markets for and Marketing 
of Farm Products; 1954; Department 
of Agricultural Economics; $2.00. 

Working, Elmer J.; The Demand for 
Meat; 1954; The University of Chicago 
Press. 

Department of Marketing, College of Com- 
merce and Business Administration: 
Cole, Robert H.; Selling Furniture by 
Television (Survey No. 1); 1953; Bu- 
reau of Business Management, no 

charge. 

Converse, Paul D., Cordell, Warren N., 
and Baumgart, Paul A.; A Report of 


the Investigation and Evaluation of the 
Pre-Korean Margin Study Conducted 
in 1952 by OPS; 1953; A. C. Nielsen 
Co., Chicago, Tl. 


Frankel, Marvin; “Price Maintenance, 
Price Wars, and the Distributor” in 
Current Economic Comment (Vol. 15, 
No. 4); November 1953. 

Converse, Paul D., and Cole, Robert H.; 
“The Chains As a Lesson in Market. 
ing” in The Yearbook of Agriculture; 
1954; U. S. Government Printing Of- 
fice. 

Converse, Paul D.; “The Other Half of 
Marketing” in 26th Boston Conference 
on Distribution; 1954. 

Zimmerly, Isabelle M.; Newspaper Ad- 
vertising for the Small Retailer; Jan- 
uary 1954; Bureau of Business Man- 
agement; 50 cents. 

Cole, Robert H.; “What Happens to the 
Advertising Budget When TV Is 
Added?” Current Economic Comment 
(Vol. 16, No. 1); February 1954. 

Converse, Paul D., and Stiles, Lynn H.; 
“A Note on Self-Service Drug Distribu- 
tion” in Current Economic Comment 
(Vol. 16, No. 1); February 1954. 


Shimek, John L.; How to Use the Mails 
for Sales; May 1954; Bureau of Busi- 
ness Management; 50 cents. 

Huegy, Harvey W. (editor); The Role and 
Nature of Competition in Our Mar- 
keting Economy; June 1954; Bureau of 
Economic and _ Business Research; 
$1.00. 

Crawford, C. M.; Sales Forecasting: Meth- 
ods of Selected Firms; February 1955; 
Bureau of Economic and Business Re- 
search; $1.00. 

Ferber, Robert; Factors Influencing Du- 
rable Goods Purchases; March 1955; 
Bureau of Economic and Business Re- 
search; $1.00. 


INDIANA UNIVERSITY 


Haring, Albert, and Myers, Robert H.; Survey 
of Special Incentives for Salesmen; 1953; 
National Sales Executives, Inc., 136 East 
57th St., New York 22, N. Y.; $1.50 to cor- 
porate members and $2.00 to nonmembers. 


Iowa STATE COLLEGE 


Shepherd, Geoffrey; “The Feasibility of Price 
Supports for Perishable Farm Products” in 
Journal of Farm Economics, XXV:5; De- 
cember 1953. 

Shepherd, Geoffrey, Purcell, J. C., and Man- 
derscheid, L. V.; Economic Analysis of 
Trends in Beef Cattle and Hog Prices (Re- 
search Bulletin No. 405); January 1954; Ag- 
ricultural Experiment Station. 

Heady, Earl O., and Kaldor, Donald R.; “Ex- 
pectations and Errors in Forecasting Agri- 
cultural Prices” in Journal of Political 
Economy, Vol. LXIIL, No. 1; February 1954. 

Kaldor, Donald R.; “Pricing for Short-Run 
Stability and Long-Run Adjustment” in 
Farm Policy Forum; Winter 1954; lowa 
State College Press. 

Thompson, Sam H.; “Problems in Choosing 
A Hog Marketing Place” in Jowa Farm 
Science; July 1954. 

Kaldor, Donald R.; “Moving Resources Out 
of Agriculture” in Farm Policy Forum; Fall 
1954; lowa State College Press. 

Dodd, J. Parry, and Marvin, K. R.; How Do 
Iowa Farmers Obtain and Use Market 
News? (Research Bulletin No, 417); Novem- 
ber 1954; Agricultural Experiment Station. 

Shepherd, Geoffrey; “Changes in Structure” 
in Marketing (USDA Yearbook of Agricul 
ture); 1954. 
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Wiegmann, Fred H., Clifton, E. S., and Shep- 
herd, Geoffrey; Comparison of Costs of 
Service and Self-Service Methods in Retail 
Meat Departments (Research Bulletin No. 
422); January 1955; Agricultural Experi- 
ment Station. 

Shepherd, Geoffrey; Marketing Farm Prod- 
ucts—Economic Analysis; January 1955; 
Iowa State College Press. 

Shepherd, Geoffrey; “What Can a Research 
Man Do in Agricultural Price Policy?” in 
Journal of Farm Economics, XXXVII:2; 
May 1955. 


Kentucky, UNIVERSITY OF 


Phillips, C. D.; Accuracy of Present Market- 
ing Method in Pricing Veal Calves; March 
1954; Kentucky Agricultural Experiment 
Station. 

Phillips, C. D., and Pearson, James L.; Ac- 
curacy of Present Method of Pricing Slaugh- 
ter Cows; March 1954; Kentucky Agricul- 
tural Experiment Station. 

Phillips, C. D., and Pearson,. James L.; Ac- 
curacy of Present Marketing System in Pric- 
ing Kentucky Spring Lambs; March 1954; 
Kentucky Agricultural Experiment Station. 

Roberts, John B., and Morrison, Thomas C.; 
Handling Practices and Quality of Eggs Re- 
tailed in Lexington, A Representation of 
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individual items. 


The most important recent developments in the 
legal framework within which marketing must func- 
tion are reported and analyzed under the topical out- 
line presented below. Not all headings in the outline 
may be represented in each issue since it is the gen- 
eral policy of this section not to devote attention to 
the following kinds of developments: (1) new laws or 
cases involving legal technicalities in which neither 
marketing practitioners, teachers, nor researchers 
are likely to have interest; (2) new cases which consti- 
tute more or less routine reaffirmation of well-estab- 
lished rulings; and (3) decisions handed down by in- 
ferior courts which are likely to be reviewed by 
higher courts or which deal with trivial problems. 

More detailed information about individual items 
may be obtained by direct reference to the sources 
cited for each case. These include the standard legal 
reporting services, the law journals, and such special 
facilities as United States Law Week and Commerce 
Clearing House Trade Regulation Reporter, Current 
Decisions (abbreviated hereinafter simply as CCH). 

Readers who have comments or suggestions re- 
specting this section are urged to send them to the 
Editor. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 


I. REGULATION OF MONOPOLISTIC 
METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 
A. Product Standards 
B. Product Quality 
C. Packaging and Conditions of Sale 
. REGULATION OF PRICE COMPETI- 
TION 
A. Price Discrimination 
B. Resale Price Maintenance 
C. Price Control (Minimum and Maximum) 
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IV. REGULATION OF CHANNELS OF DIS- 
TRIBUTION 
A. Operating Features of Marketing Insti- 
tutions 
B. Relations Between Buyers and Sellers: 
Exclusive Dealing Arrangements, etc. 


. REGULATION OF UNFAIR COMPETI- 
TION 
A. Advertising 
Bb. Nonadvertising Promotional 
C. Trade-Marks and Trade Names 


Methods 


I. REGULATION OF MONOPOLISTIC 
METHODS 


A. Market Control 


1. United States v. Brown Shoe Company, 
Inc. and G. R. Kinney Company, Inc., CCH 
€ 68,244 (D.C.E.Mo., January 1956). [K.J.c.] 


In July 1955, the directors of the Brown Shoe 
Company and G. R. Kinney undertook to sub- 
mit to their stockholders a plan for the acquisi- 
tion of the latter company by the former. Charg- 
ing that the merger would violate section 7 of 
the Clayton Act, the Department of Justice se- 
cured a temporary restraining order before the 
vote of approval of the stockholders could be 
taken. The Department then moved to secure a 
preliminary injunction against the merger and 
it is with respect to this motion that the current 
decision of Judge Hulen has to do. 

In his decision, Judge Hulen refused to issue 
the injunction because he thought that the Gov- 
ernment had not made a prima facie case for 
its contention that the proposed merger might 
substantially lessen competition in the shoe in- 
dustry. Moreover, to grant such a preliminary 
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injunction might well mean that the merger 
could not be accomplished even though Brown 
ultimately won the suit because such mergers 
are dependent on economic and stock market 
conditions which were then favorable but might 
be unfavorable at a later time. On the other 
hand, it would be possible to set forth condi- 
tions for the merger of such a nature that the 
merger could easily be undone and the com- 
panies restored to independence if the final 
outcome of the suit was a Government victory. 
In its order permitting the merger to proceed, 
the Court attempted to specify such conditions. 
In effect, Kinney’s identity was to be preserved 
by requiring that its assets be transferred to a 
separate corporation, subsidiary to Brown but 
with a different board of directors, and by pro- 
viding that no retail outlet or factory of Kinney 
be closed because of competitive reasons with 
respect to Brown. 

This decision by Judge Hulen obviously does 
nothing to fill in the vacuum of our knowledge 
of section 7 since amended by the Celler Act of 
1950. However, it is an interesting decision in 
that it illustrates the predilection of our courts 
for the opinions of “practical” men—an obstacle 
with which our regulatory agencies have long 
had to contend. 

The Government's case rested on briefs pre- 
pared by a Department of Justice economist and 
was largely statistical in nature. In summary, the 
currently proposed merger would add 360 re- 
tail stores to Brown’s chain, 118 of which were 
in cities where Brown already had outlets, and 
would increase Brown's retail sales from $28 
million to $59 million. At the same time, 
Brown’s manufacturing capacity would be raised 
from $101 million to $110 million annually. 
Such an expansion, the Government argued, 
violated section 7 when viewed against the 
steady expansion by Brown since 1950 by the 
merger route. 

In rebuttal of the Government's statistical 
case, the defendants submitted affidavits by of- 
ficers of the two corporations to the effect that 
there never had been competition between 
Brown and Kinney because of the different 
price ranges of their shoes and that the merger 
would in fact intensify the commercial struggle 
between Brown and its competitors. 

So here the Court was faced with two argu- 
ments—one based on a statistical analysis by a 
professional man who had never been in the 
shoe business and the other on the opinions of 
practical but biased men who knew the shoe 


industry backward and forward. But, according 
to Judge Hulen, quoting the Supreme Court in 
International Shoe Company v. Federal Trade 
Commission (280 U.S. 291), competition is “dis- 
closed by observation rather than a process of 
logic” and naturally the practical men who were 
in a better position to “observe.” Judge Hulen 
said: “The affidavits filed by the plaintiff are 
made by an economist . . . who claims no ex- 
perience in any branch of the shoe industry, The 
affidavits of defendants are by officers of the de- 
fendant corporations, each reciting many years 
of experience in the shoe industry . . . we are 
not prepared to give equal probative value to an 
affidavit made by a stranger to the shoe industry, 
and based wholly on figures obtained from pub- 
lic and private sources, and affidavits made by 
officers of the defendant companies who have 
had years of experience in the shoe industry.” 

Judges are experts in law, not economics, and 
one can sympathize with their difficulty in 
deciding how much weight to place upon an eco- 
nomic analysis of the facts. To protect them- 
selves from being misled by an unskillful analy- 
sis, it is quite natural, and possibly wise, that 
they fall back on the opinions of men who know 
the industry. But it is against this preference of 
the courts for personal opinion to economic 
facts that the public utility commissions have so 
long contended. While this preference of the 
courts continues, industry will enjoy an advan- 
tage over the Department of Justice in their 
legal battles, for if it is the opinions of shoe men 
that the courts want, it is of course the shoe in- 
dustry that can supply them. Moreover, it is 
somewhat of an exaggeration to state, as did the 
Court in this case, that competition is “disclosed 
by observation rather than a process of logic.” 
If our concept of competition is not to remain 
static in the face of changing conditions, it 
would seem that the process of logic as well as 
observation has its contributions to make. For 
example, two independent companies selling in 
different price brackets may well exercise an in- 
fluence over each other's policies by the ever- 
present possibility of expansion into each other's 
price fields. Is this influence the influence of 
competition or is it by nature something quite 
different? This question is real and it is one that 
to answer will require the wisdom of profes 
sional thinkers. 


2. Some important consent decrees, [K.}.c.] 


A number of antitrust suits were recently set 
tled by consent decrees. These settlements are 


110 


THE JOURNAL OF MARKETING 


July 1956 


too important to go unnoticed. However, proba- 
bly only a brief indication of the nature of the 
decrees is warranted in view of the limited legal 
significance of consent settlements. 

a. Probably the most interesting of these con- 
sent decrees was the one which settled United 
States v. International Business Machines Cor- 
poration (CCH 4 68,245 D.C.S.N.Y., January 
1955). In broad outline, the purpose of the set- 
tlement is to break IBM's near monopoly of the 
production of new tabulating machines, create 
a second-hand market in them, and to instill 
more competition in the sale of tabulating 
cards. To break the monoply in new machines, 
IBM is required to license the use of all of its 
patents, presently owned and acquired in the 
limited future, and to give licensees the techni- 
cal assistance that has become usual in decrees 
of this kind. To stimulate the growth of a sec- 
ond-hand market in tabulating machines, IBM 
must offer its machines for sale as well as lease, 
thereby making it possible for a flow of used 
machines to enter the market in the future. IBM 
is prohibited from buying up used machines 
and when it secures old machines as trade-ins, 
it must make them available for purchase by 
used-machine dealers. To instill competition in 
the tabulating card business, IBM must license 
other companies to manufacture cards for its 
machines, sell a limited number of rotary presses 
used in their manufacture, and even make a 
certain amount of paper stock available to com- 
petitors. In 1963, IBM must reduce its card 
manufacturing capacity to 50 per cent of the 
nation’s total by divestment unless the com- 
petitive situation does not necessitate this dras- 
tic step. 

b. Of some interest to marketing men is the 
decree that settled United States v. American 
Association of Advertising Agencies, Inc. (CCH 
q 68,252, D.C.S.N.Y., February 1956). This As- 
sociation is ordered to stop its efforts to fix ad- 
vertising commissions and to refrain from set- 
ting up certain uniform standards for the 
recognition of agencies by publishers. It is also 
enjoined from requiring agencies not to split 
commissions and from its efforts to fix advertis- 
ing rates charged firms not employing agencies. 

c. The ancient suit United States v. Western 
Electric Company and American Telephone and 
Telegraph Company (begun 1949) was finally 
settled by consent decree. (CCH 4 68,246, 
D.C.N.J., January 1956). The Government fell 
far short of its objective of severing Western 
Electric from American Telephone and split- 


ting the former into three competing parts. The 
organization is left intact and the decree merely 
attempts to open up the industry by some 
rather extreme patent-licensing requirements, 
to restrict Western Electric to manufacturing 
for its parent company, and to limit American 
Telephone to that part of the communications 
field subject to governmental regulation. A De- 
partment of Justice press release describes the 
patent provisions as “unprecedented in their 
breadth and duration” because they require the 
defendants to license the use of all their patents, 
both present and acquired in the future, with no 
limits as to the use to which they may be put. 
Some of the patents are to be licensed royalty- 
free and others at reasonable rates. 

d. United States v. General Shoe Corporation, 
(CCH { 68,271, D.C.Tenn., February 1956), 
charging that the Corporation violated the anti- 
merger clause of the Clayton Act (section 7) by 
some 18 corporate acquisitions, was compro- 
mised in a consent settlement in February. By 
the terms of the settlement, General Shoe is pro- 
hibited for five years from acquiring more shoe 
manufacturers or distributors without Govern- 
ment or Court approval. It is also required to 
purchase from other manufacturers at least 20 
per cent of the total volume of shoes sold by its 
affiliated retail outlets. 

This rash of important antitrust suits settled 
by the consent route will undoubtedly bring 
criticism down upon the heads of the Republi- 
can administration. With or without justifica- 
tion, the Republicans labor under a reputation 
for being soft on “big business,” and consent 
decrees are by nature more apt to be compro- 
mises than Government victories. Moreover, 
they protect the culprits to some extent from 
the consequences of their actions by stemming a 
possible flood of private triple-damage suits. A 
consent settlement eliminates the record of a 
court trial conducted at Government expense 
which private parties may use to establish the 
violation of the antitrust laws—a substantial 
part of the case they must prove to collect 
damages. 

Of the consent decrees described above, pos- 
sibly only that concerning International Busi- 
ness Machines can be described as an important 
Government victory. It is particularly unfortu- 
nate that the suit against General Shoe was not 
pressed because of the absence of court interpre- 
tations of the antimerger section of the Clayton 
Act since its 1950 amendment. 


LEGISLATIVE AND JUDICIAL DEVELOPMENTS 


B. Collusive Practices 


1. United States v. Twentieth Century-Fox 
Film Corporation, et al., 137 F. Supp. 78 (D.C. 
S. Calif., December 1955). [k.J.c.] 


On December 5, 1955, Judge Yankwich of the 
U.S. District Court (southern California) handed 
down a decision concerning an alleged conspir- 
acy in the motion picture industry to withhold 
feature films from television that is certainly in- 
teresting and conceivably significant. This deci- 
sion gives an interpretation, partly controver- 
sial, of two of the central aspects of antitrust 
law—the nature of conspiracy and the reasona- 
bleness of restraints of trade. 

The Government had brought suit against a 
number of the major motion picture producers 
and distributors charging them with violating 
section 1 of the Sherman Act by conspiring to 
restrain the distribution of 16mm. versions of 
feature films. The heart of the complaint alleged 
concerted action to withhold such pictures from 
television. 

According to Judge Yankwich, the problems 
before the Court were two: were the actions of 
the defendants the result of conspiracy and were 
the restraints imposed reasonable and hence 
legal? 

The least controversial part of Judge Yank- 
wich’s decision concerned the matter of con- 
spiracy. He started off by interpreting the law as 
he saw it. To find a conspiracy: “Express agree- 
ment is not necessary. Any conformance to an 
agreed or contemplated pattern of conduct will 
warrant the inference of conspiracy.” But paral- 
lel business behavior does not conclusively es- 
tablish agreement. It may, for example, arise 
from “a common business solution of identical 
problems. .. .” (quoting Theatre Enterprises 
v. Paramount Film Distributing Corp. [201 F.2d 
306, 313]). In the case at hand, he found that 
there had been no conspiracy, both because of 
deviations by individual firms from the common 
pattern of behavior and because what parallel- 
ism in behavior existed could be explained by 
the fact that a “similarity of problem (faced by 
the movie producers) engendered similarity of 
action... .” A person reading the decision, 
however, will be impressed not only by the simi- 
larity of the problems faced by the picture com- 
panies but by the similarity in the pressures to 
boycott television exerted upon them by the 
Theatre Owners of America, a trade association 
of exhibitors. 

Judge Yankwich’s discussion of the reasona- 
bleness of the restrictions practiced by the mo- 


tion picture industry is surprising in several re- 
spects. In the first place, it is perhaps a little 
unusual that he spent so much time on this mat- 
ter in view of the fact that he had already found 
that the restrictions were not the product of 
conspiracy. In the absence of monopoly, which 
was not charged here, and in the absence of 
agreement, it would not seem that the reason- 
ableness of the practices would be an issue. In 
the second place, if the Judge was examining the 
reasonableness of the practices assuming them to 
be the product of agreement (and it is only on 
this assumption that his discussion of reasona- 
bleness seems pertinent), his interpretation ap- 
pears to be extreme. 

Judge Yankwich emphasized the many serious 
problems that the motion picture industry 
faces as a result of the advent of television. One 
of the witnesses for the defense testified that the 
early release of feature films to television would 
result in the closing of many motion picture 
theatres whose number was already declining. 
Yet, the revenues secured from these theatres is 
the lifeblood of the industry. Release of older 
pictures would reduce the very substantial reve- 
nue secured from their reissue to motion picture 
theatres and would affect adversely the value of 
the better stories for remaking purposes. More- 
over, the motion picture producers would be 
faced by demands for additional compensation 
by actors and musicians if their pictures were 
exhibited on television. Finally, the value of 
motion picture films to television was becoming 
greater each year they were withheld because of 
the increasing number of television stations in 
the country. Therefore, the Judge thought that 
the industry's practice of withholding films was 
reasonable in light of business considerations, 
for the motion picture industry “is not required 
to sacrifice its established custom for the sake of 
making room for a late-comer in the field who 
is also a competitor.” This decision he appar- 
ently felt to be in the spirit of Justice Brandeis’ 
elaboration of the rule of reason in the Chicago 
Board of Trade case, which he quoted several 
times. According to this famous statement, in de- 
termining the reasonableness of a restraint, the 
Court must “ordinarily consider the facts pecul- 
iar to the business to which the restraint is ap- 
plied; its condition before and after restraint 
was imposed; the nature of the restraint and its 
effect, actual or probable. The history of the 
restraint, the evil believed to exist, the reason 
for adopting the particular remedy, the purpose 
or end sought to be attained, are all relevant 
facts” (246 U.S. 291, 298). 
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The application of the rule of reason is by 
nature subjective and will vary case to case and 
judge to judge. Even so, Judge Yankwich’s in- 
terpretation seems rather extreme. To find 
agreements restraining trade justified merely be- 
cause they arise from business considerations is 
confusing because all efforts to suppress compe- 
tition and monopolize trade arise from the 
soundest of business considerations—the realiza- 
tion that more money can be made without com- 
petition than with it. According to Justice Bran- 
deis’ classic dictum quoted above, it is true that 
the reasonableness of a restraint must be 
weighed and judged on the basis of an indus- 
try’s problems, but can the “evil believed to ex- 
ist’ at which the restraints are directed be the 
competitive impact of a new industry—televi- 
sion in this case—as Judge Yankwich explicitly 
stated? According to the philosophy on which 
the economy of our country is founded, compe- 
tition is to be preserved for many reasons, 
among which is the belief that through compe- 
tition economic progress and evolution will be 
accelerated, Can an industry legally hold back 
such an evolution to protect the profits of its 
members? Of course, these questions arise only 
if the actions to protect profits are the joint 
actions of the industry taken by agreement, but, 
as emphasized before, it is only under these cir- 
cumstances that the reasonableness of the ac- 
tions need arise at all. 

It is unfortunate that this decision will not be 
appealed to a higher court, for in some respects 
it seems more in harmony with the reasoning in 
the Appalachian Coals decision of 1933 (288 
U.S. 344) than with the main line of Sherman 
Act interpretation, It was in the Appalachian 
case that the Supreme Court permitted action 
by a depressed industry (price fixing in this in- 
stance) that it would normally not have coun- 
tenanced, However, the Department of Justice 
has announced that it would not appeal the de- 
cision because the increasing number of films 
released to television by the motion picture 
producers had made the matter moot. 


2. Austin Theatre, Inc. v. Warner Bros. 
Pictures, Inc., Comerford Theatres, Inc. et al., 
199 F. Supp. 727 (D.C.S.N.Y., December 1955). 
[k.J.c.] 

A member of a national conspiracy in viola- 
tion of the Sherman Act may be liable for re- 
sulting damages to a firm with which it has had 
no dealings and with whom it has never been in 
competition, That is the substance of Judge 


Herlands’ ruling dismissing a motion for a sum- 
mary judgment by two defendants to an anti- 
trust damage suit. 

In this case, the owner of the Austin Theatre 
located in Greater New York City brought suit 
for damages against 58 defendants, including 
the country’s major motion picture producers 
and distributors, charging a national conspiracy 
to favor certain theatres in the distribution of 
films. It was claimed that the Austin Theatre 
was injured when two competing theatres in its 
immediate neighborhood received preferential 
treatment as a result of the conspiracy. 

Two of the defendants to this suit (Comer- 
ford Theatres and Comerford Publix ‘Theatres) 
operated a group of motion picture houses in 
eastern Pennsylvania, the nearest of which was 
over 100 miles from the Austin Theatre. They 
moved for a summary judgment discharging 
them from all liability because of the complete 
absence of competition between them and Aus- 
tin. However, this motion was denied by Judge 
Herlands who pointed out that the charge was 
not damage resulting from direct injurious com- 
petition but damage arising from participation 
in a national conspiracy which violated the anti- 
trust laws. 


3. United States v. The Cincinnati Fruit 
and Produce Credit Association et al., CCH 
€ 68,248 (D.C.S. Ohio, January 1956). [K.J.c.] 


In an application of the rule of reason to sec- 
tion 1 of the Sherman Act, a Federal District 
Court found that an association of fresh fruit 
and produce wholesalers doing 55 to 60 per 
cent of the business in Cincinnati did not il- 
legally restrain competition when it established 
uniform credit terms for sales by its members, 
circulated among members the names of cus- 
tomers delinquent in their payments, and re- 
quired its members to sell for cash only to such 
delinquents until the overdue accounts were 
settled. 

The Government in its case had maintained 
that fixing uniform credit terms was price fixing 
and that the common agreement to sell only for 
cash to customers behind in their accounts was 
boycotting, both of which are illegal per se. The 
Court, however, seemed impressed by the haz- 
ards created for the wholesaler members of the 
Association by the perishable nature of the 
product handled and by the necessity for them 
to pay cash for their merchandise and its trans- 
port costs. Under those circumstances, the rules 
and practices of the Association appeared to the 
Court to be nothing more than a reasonable 
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and hence legal arrangement “to correct abuses 
which have crept into the industry and to re- 
duce to writing customs and practices which 
have existed in the industry for many years.” 


4. Schwing Motor Company, Inc. v. Hud- 
son Sales Corporation, et al., 138 F. Supp. 899 
(D.C. Md., February 1956). [K.J.c.] 


In the April 1956 issue, THE JOURNAL OF MAR- 
KETING reported in this section Webster Motor 
Car Company v. Packard Motor Car Company, 
which concerned a suit by a former Packard 
dealer for treble damages under the antitrust 
laws because of losses resulting from the cancel- 
lation of his franchise. The jury granted the 
damages, and Judge Holtzoff of the District 
Court for the District of Columbia decided that 
the jury had the right to reach the conclusion 
that Packard had violated the antitrust laws be- 
cause the cancellation was the result of an agree- 
ment with a rival Packard dealer. According to 
Judge Holtzoff, Packard enjoyed an undoubted 
right to choose its dealers, but this right to 
choose one’s customers was a right to be exer- 
cised free of compulsion or agreement with oth- 
ers. This decision is now on appeal. 

In Schwing Motor Company v. Hudson Sales 
Corp., Judge Thomsen reached a conclusion 


opposite to that of Judge Holtzoff in a case in. 


which the facts were substantially the same ex- 
cept for the characters in the drama. In the 
Schwing case, too, an automobile manufacturer 
(Hudson this time) had cancelled the franchises 
of two of its Baltimore dealers, allegedly as a re- 
sult of a conspiracy with a third. 

In the Schwing case, Judge Thomsen dis- 
missed the suit for treble damages on the ground 
that no public injury had been shown to have 
resulted from the conspiracy. The public had 
not been injured because the automobile mar- 
ket in Baltimore had remained in its normal 
competitive state. According to the Judge: “The 
main purpose of the anti-trust laws is to protect 
the public from monopolies and restraints of 
trade, and the individual right of action for 
treble damages is incidental and subordinate to 
that main purpose... . Public injury alone 
justifies the threefold increase in damages.” 

Judge Thomsen recognized that his decision 
was in direct conflict with that of Judge Holtzoff. 
He thought that the latter’s ruling that an 
agreement between a manufacturer and another 
party to cance! the franchises of a dealer was 
an agreement in restraint of trade would be 
true only providing the agreement concerned 
was horizontal (between Hudson and another 


auto manufacturer) or, if vertical (between 
Hudson and a Hudson dealer), providing the 
manufacturer enjoyed a dominant position in 
the market, which Hudson certainly did not. 
Under those circumstances, the competitive situ- 
ation within the city might be affected. To rule, 
as did Judge Holtzoff, that an agreement be- 
tween a manufacturer and a dealer to cancel the 
franchises of other dealers was an agreement in 
violation of the antitrust laws was unrealistic, 
for it would make it virtually impossible for a 
manufacturer ever to reduce the number of its 
dealers in a city. A decision to reduce the num- 
ber of dealers is not one to be taken in a 
vacuum, and a manufacturer could not be ex- 
pected to reach it without first talking the matter 
over with the dealer it wished to retain. 


5. The Mac Investment Company v. United 
States, 76 S. Ct. 442 (February 1956). [K.J.c.] 


In a memorandym decision, the Supreme 
Court upheld a District Court (eastern Michi- 
gan) which had found illegal an arrangement 
whereby several machine-tool manufacturers had 
pooled their patents in a patent-holding com- 
pany created for that purpose. The arrangement 
had been used to eliminate competition and 
share the market on a product basis among the 
firms concerned, for the patent-holding com- 
pany only licensed the conspirators in non- 
competing fields of specialization. 


Il. REGULATION 
ACTERISTICS 


OF PRODUCT CHAR. 


A. Product Standards 


1. Commonwealth v. Sun Ray Drug Co., 
116 A.ed 8343 (Pa. Sup. Ct, September 26, 
1955). [R-L.W.] 


Sun Ray Drug Co. has been waging a battle 
with various adversaries over the sale of prod- 
ucts resembling ice cream but which fail to meet 
the Pennsylvania standard for ice cream of 
10-per cent butterfat. In this case Sun Ray won 
a definite victory. 

In October 1954, Sun Ray lost a decision in a 
similar case in the Pennsylvania Court of Com- 
mon Pleas (see this section, April 1955), in which 
the Court ruled that a product similar to ice 
cream would confuse the public no matter how 
well it was marked as a substitute. In the case 
here at hand, the State Supreme Court did not 
go along with this argument. The Court found 
no evidence of confusion on the part of the pub- 
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lic. The product was used as a base for milk- 
shakes and there was every indication that re- 
tailers bought it with full knowledge that it 
was not ice cream. 

In the previous case, the Court accepted the 
argument that retailers might sell it as ice 
cream. To support this argument, evidence was 
introduced by the state in this case showing the 
product in question was similar to ice cream in 
“texture, consistency, and appearance.” The 
Court found it important, however, that there 
was.no evidence of a similarity in taste and held 
that, without this, confusion of consumers 
would be difficult. 

The Court concluded with the comment that 
the only parties that would apparently be bene- 
fited by the prohibition of the sale of this ice 
cream substitute would be the ice cream manu- 
facturers. 


III. REGULATION OF PRICE COMPETI. 
TION 


A. Price Discrimination 


1. Klein v. Lionel Corp., 138 F. Supp. 560 
(D.C. Del., January 1956). 


Neither the Clayton Act nor the Robinson- 
Patman Act makes definite provision for trade 
discounts. As a matter of fact, they seem to 
render such discounts illegal by failing to in- 
clude specific provision for them along with the 
provisions for permissible discriminations (based 
on differences in quality of product, costs, time, 
and so on). However, the courts have not ruled 
trade discounts illegal in the few instances in 
which the matter has been considered, and in 
the present instance the United States District 
Court for Delaware takes the same position, 
though its reasoning is perhaps somewhat novel. 

Klein charges that the trade-discount struc- 
ture of the Lionel Corporation violates section 
(a) of the Robinson-Patman Act and also con- 
tends that certain customers of Lionel who are 
his competitors (Sears, Wanamaker, Strawbridge 
& Clothier, and Rosenbaum) are also guilty in 
that they knowingly received the benefits of the 
illegal discounts and thus have violated section 
(f) of the Act. The evidence in the case shows 
that Lionel sold to jobbers, chain stores, and 
mail order houses at discounts of 40 per cent 
and 20 per cent and to department stores at 
45 per cent off. Klein buys Lionel products from 
jobbers at 40 per cent off. Therefore, his chief 
competitors are able to buy Lionel products at 


lower prices than are available to him. This, in 
his opinion, constitutes unjustifiable price dis- 
crimination. The Court refuses to accept his 
argument. It takes the position that, although 
the statute prohibits a firm from discriminating 
between two or more purchasers of its products, 
Klein is not actually a purchaser from Lionel, 
as are the department stores and Sears. Hence, 
the law is not violated. In commenting upon 
Klein’s contention that the Act provides that 
the discrimination may extend to “customers of 
either of them” (the purchasers), the Court notes 
that Klein is not in competition with customers 
of these stores. Furthermore, if Klein were to 
be permitted to obtain 40 and 20 per cent off 
in its purchases from the jobbers, Lionel obvi- 
ously would have to increase its discounts to 
them in order to continue to sell to them. But 
this would then constitute a discrimination be- 
tween the jobbers and the other direct purchas- 
ers who now buy at the same 40 and 20 per 
cent off. This, according to the Court, would 
clearly constitute illegal discrimination. From 
this line of reasoning, the Court concludes that 
Klein's charges are untenable and so refuses to 
find the defendants guilty. 


B. Resale Price Maintenance 


1. Colgate-Palmolive Co. v. Hogue & Knott 
Super Market, CCH § 67,989 (D.C.W.D. Tenn., 
February 1955). [w.¥.B.] 


The decision in this action might be consid- 
ered insignificant were it not for the interesting 
introduction which it provides for the Eastman 
cases reported below. The action arises out of 
the fact that Colgate has promoted from time 
to time “deals” in which two or more of its 
branded and fair-traded products were adver- 
tised and sold together at a special price. This 
combination price was lower than the sum of 
the prices of the individual items but was never- 
theless specified as a fair-traded price on the 
“deal.” This rather commonplace sort of pricing 
arrangement does not appear to have been ques- 
tioned before under the fair-trade acts. Hogue 
& Knott, having cut prices on some of the prod- 
ucts individually included in the deals, justified 
the action on the ground that Colgate had aban- 
doned its right to fair trade the items individu- 
ally because it had itself cut prices on them in 
the combination. The Court summarily sweeps 
aside this contention and enjoins further price 
cutting without indicating its reasoning in re- 
fusing to accept defendant's arguments. To the 
extent, then, that this represents a support for 
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the argument that a “package” can be fair 


traded independently of its components, this— 


decision is at odds with that reported immedi- 
ately below. 


2. Eastman Kodak Co. v. Home Utilities 
Co., Inc., 138 F. Supp. 670 (D.C. Md., February 
1956). 

Eastman Kodak Co. v. Siegel, 150 N.Y.S.2d 99 
(N.Y. Sup. Ct., N.Y. Co., February 1956). [w.F..] 


The chief issue involved in these cases is simi- 
lar to that previously reported in an earlier 
Siegel case (see the July 1955 issue of this sec- 
tion). The problem arises because Eastman has 
combined a number of photographic items in 
one package under its own brand and has speci- 
fied a fair-trade, minimum price for the pack- 
age. Actually, it contains some Eastman indi- 
vidually fair-traded items, some Eastman items 
which are not fair traded individually, and some 
products produced by other manufacturers which 
have not been fair traded. It has been Eastman’s 
contention in these actions that the package 
itself has a certain usefulness and provides a 
means of brand identification independent of its 
contents which is sufficient to justify the placing 
of a minimum price on the outfit. 

Neither of the Courts in these actions accept 
Eastman’s philosophy. In the more direct and 
well reasoned of the two decisions, the United 
States District Court for Maryland points out 
that such packaging would simply provide a 
subterfuge by which the fundamental purposes 
and limitations of resale price maintenance 
could be avoided. A whole host of confusing 
possibilities might develop if the basic conten- 
tion respecting packaging advanced by Eastman 
were accepted. That is, if it is assumed that the 
package itself can be the vehicle for fair trading, 
irrespective of its contents, then it would be 
simple for a product not normally subject to 
fair trading (such as certain of Eastman’s own 
color film products which are not in “free and 
open” competition) to be brought within the 
protection of the law. On the other hand, it 
might be argued that a product or group of 
products so specifically packaged would in itself 
be considered a product not “in free and open 
competition” and therefore not subject to fair 
trading, whatever their individual status, Or 
again, a price cutter might use this argument for 
placing a branded and fair-traded item in his 
own package (perhaps a cellophane bag with 
appropriate printed name) and argue that it 


was now his own branded product and that he © 


could price it as he pleased. All in all, it is per- 
haps just as well for Eastman that its fundamen- 
tal contention was denied in these actions. 


3. General Electric Co. v. Federal Em- 
ployees’ Distributing Co., 291 P.2d 942 (Calif. 
Sup. Ct., December 1955). 


General Electric Co. v. Superior Court of 
Alameda Co., 291 P.2d 945 (Calif. Sup. Ct., De- 
cember 1955). [wW.F.B.] 


In the October 1955 issue of this section, it 
was remarked that a whole host of court actions 
was developing to test minor but troublesome 
details in the application of the fair-trade laws. 
Two of the cases there mentioned were lower 
court decisions on the actions here reported. In 
both of these the California Supreme Court 
supports General Electric, reversing one lower 
court in the first action and affirming another in 
the second, The argument had been advanced 
by Federal that General Electric's fair-trade con- 
tract was not valid because it provided for a 
number of exceptions (discounts to employees 
of the company and its distributors, etc.). ‘The 
State Supreme Court rules that these exceptions 
were neither so unreasonable nor so extensive 
as to vitiate the contract. It upholds the earlier 
decision with respect to the Alameda County 
Court by stating that there was no relevance to 
the court action which there attempted to re- 
quire General Electric to submit detailed state- 
ments concerning its profit margins on fair- 
traded items. Thus, two aspects of fair-trade 
operation that might have led to much more 
extended and annoying litigation are here laid 
at rest, at least in California. 


4. Also noted: 


a. General Electric Co. v. Kimball Jewelers, 
Inc., 192 N.E.2d 652 (Sup. Jud. Ct. Mass. 
March 1956), finds this Massachusetts Appellate 
Court upholding the so-called fair-trade law of 
that state against sweeping charges of unconsti- 
tutionality and faulty application and including 
a rather useful summary of citations in a foot- 
note, 

b. Scoville Mfg. Co. v. Skaggs Pay Less Drug 
Stores, 291 P.2ad 936 (Calif. Sup. Ct., December 
1955), also represents a rather routine decision 
in which the highest Court in the State of Cali- 
fornia reaffirms its support of the state's fair- 
trade measure, although in this instance Judge 
Schauer voices a rather vigorous dissent and 
thus perhaps reflects a reconsideration of the 
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whole subject of resale price maintenance which 
now disturbs many courts. 


C. Price Control (Maximum and Minimum) 


1. Wiley v. Sampson-Ripley Co., 120 A.2d 
28g (Maine Sup. Ct., January 1956). (w.r.s.] 


Perhaps the major problem that arises in con- 
nection with state “unfair practices” statutes is 
the fact that in order to prevent price cutting 
below defined cost, it is necessary that it be 
shown that the price cutter intended to injure 
competitors. Typically, the laws attempt to 
avoid this difficulty by stating that any sale or 
offer to sell at below cost is “prima facie evi- 
dence of intent” to create such injury. But some 
courts have been unwilling to accept such a pro- 
vision and the Supreme Court of Maine falls 
in this category. 

The defendant, a grocer in Bangor, had ad- 
vertised and sold Chase and Sanborn coffee at 
99 cents per pound. Its cost to him was $1.07 
per pound, The plaintiff had successfully sued 
to enjoin this price cutting in a lower court. 
Sampson-Ripley argued that its purpose in cut- 
ting prices was simply to create good will and 
attract trade generally and that plaintiff's place 
of business was distant and was not particularly 
injured by the practice. No evidence was pre- 
sented to indicate that the plaintiff had lost 
sales as a result of defendant's price cutting. 
The court expressed the conviction that where 
there was not a direct and reasonable connec- 
tion between the proven fact (the price cut) 
and the inferred fact (the damage to specific 
competitors), a prima facie case cannot stand. 
‘To permit it to do so would place the defendant 
in a position of one who is guilty unless he can 
prove himself innocent. For this reason, the 
Court finds that the provision respecting the 
prima facie case of intent is unconstitutional. 


V. REGULATION OF UNFAIR COMPETI- 
TION 


A. Advertising 


1. ReddiSpred Corp. v. Federal Trade 
Commission, 229 F.2d 557 (C.C.A. 3, January 
18, 1956). [R.L.w.] 


“We must call it ‘margarine’ (that’s the law),” 
but the product is “premium oleomargarine” 
which contains “real fresh butter.” Such was the 
general copy theme in an advertisement used 
by Reddi-Spred. Although the Federal Trade 
Commission (in one of its first rulings under 
the new margarine amendment) agreed that the 
Statements were true, it held that they repre- 
sented false advertising under terms of the Fed- 
eral Trade Commission Act as amended, which 
forbids margarine advertising that represents 
the margarine as a dairy product. The Court 
upheld this position. 

The Commission’s argument held that the 
prominent featuring of the word “butter,” with 
the statement that the butter content made the 
product better, suggested that it was a dairy 
product. This position was supported by the 
Court despite the fact the law states specifically 
that truthful statements of the full ingredients 
in margarine are permitted. 

Reddi-Spred defended on the grounds there 
was no evidence of consumer confusion. The 
Court held this argument beside the point on 
the grounds that the law says nothing about 
public confusion. The standard of comparison 
is purely factual. 

It may be that Reddi-Spred was attempting 
to benefit from the association of its product 
with butter; however, an interpretation which 
prohibits a true statement of the ingredients of 
a product when there is no evidence of public 
confusion seems clearly undesirable. 
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One of the strengths of a book review sec- 
tion lies in the resources from which reviews are 
drawn. In a rapidly growing organization such 
as the American Marketing Association, it is 
difficult for the Editors to keep fully informed 
with respect to review talent, especially among 
the younger readers of THE JOURNAL. If you 
have not been asked to prepare a review for 
THE JOURNAL and would like to do an occasional 
review, please write to the Book Reviews Edi- 
tor stating your fields of interest and indicating 
any specific work which you have done in these 
fields. You may use the list of subject headings 


given at the beginning of the Research in Mar- 
keting section as a guide in describing your 
fields of interest. 

In addition to the regular reviews, we shall be 
glad to consider for publication comments con- 
cerning books and their uses in teaching, in re- 
search, and in business management. An ex- 
change of ideas of this type should be helpful to 
all segments of the marketing field. Suggestions 
from readers concerning the types of books, 
especially those in allied fields, which should be 
reviewed in THE JOURNAL are likewise welcome. 


‘Tue Eprrors 
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DISTRIBUTION’S PLACE IN THE AMERI- 
CAN ECONOMY SINCE 1869, by Harold 
Barger. (Princeton: Princeton University 
Press, 1955. Pp. 220. $4.50.) 


In this long-awaited study made under the 
auspices of the National Bureau of Economic 
Research, Professor Barger deals with some of 
the most troublesome questions asked by stu- 
dents and critics of marketing as a social institu- 
tion: How much does distribution cost? How 
much of the labor force does it use? How much 
value does it add to the national product? At 
what rates are both the value added and the 
costs imposed rising or falling? Is the efficiency 
of the distributive system changing and, if so, in 
what direction and at what rate? 

The result is a book of major importance. 
This is true even though Professor Barger has 
restricted his investigation very sharply by 
limiting it to what he calls the “distribution in- 
dustry.” As he uses this term, it corresponds 
essentially with what the Bureau of the Census 
looks for when it undertakes to enumerate 
establishments engaged in the wholesaling and 
retailing of commodities. Then, he restricts his 
analysis still further to the marketing of goods 
that reach final users through retail establish- 
ments. Thus, the marketing of commodities that 
reach final users through agencies other than re- 
tailers, the marketing of services, and all aspects 
of the “distribution function” performed prior 
to the wholesaling and retailing of finished 
goods—all of these drop out of the survey. 

Concerning the “industry” he has studied in 
accordance with these definitions, Professor 
Barger comes to the following major con- 
clusions: 


(1) Between 1870 and 1950, the percentage 
of this country’s labor force engaged in the 


commodity-distributing industry increased 
from 6.1 per cent to 16.4 per cent, whereas the 
percentage engaged in the commodity-produc- 
ing industries (agriculture, mining, and manu- 
facture) decreased from 70.0 to 40.4 per cent. 
Construction increased from 5.9 to 6.4 per 
cent, and “other service” (chiefly government, 
professional service, and finance) from 18.0 to 
36.8 per cent of the total. 

(2) The output of the distribution industry, 
as measured by the physical volume of goods 
distributed, increased more rapidly than the 
output of the commodity-producing industries 
during the period 1869-1949. For distribution, 
the mean annual rate of increase was 3.3 per 


cent over this period as compared with 3.1 
per cent for production. 

(3) Because of a relatively large increase in 
employment, output per person employed 
rose much more slowly in distribution than in 
production. The average annual rate of in- 
crease in Output per person employed was 0.5 
per cent for distribution as compared with 2.3 
per cent for production. 

(4) The average number of hours worked 
per weck decreased more rapidly in distribu- 
tion than in production, with the result that 
the distribution industry did somewhat better 
in terms of changes in output per man-hour 
than in terms of output per worker. Its 
average annual rate of increase, at 1.0 per- 
cent, nevertheless lagged far behind the 
average of 2.6 per cent achieved by commodity 
production. 

(5) For some of these measures of growth, 
there were meaningful differences between 
the period prior to and that subsequent to 
World War I. Thus, output per person in both 
production and distribution increased some- 
what more rapidly after 1909 than before, as 
did output per man-hour in production. In 
contrast, output per man-hour increased more 
slowly for distribution after 1g09 than before. 

(6) When measured by the average gross 
margin of wholesalers and retailers combined, 
distribution cost (or value added by distribu- 
tion) rose steadily from 32 or 3% per cent in 
1869 to about 37 per cent by 1909 and has 
fluctuated narrowly around 37 per cent ever 
since. 


Professor Barger has arrived at his conclusions 
by accumulating masses of data—often at the cost 
of much drudgery—adjusting them carefully to 
meet his definitions and subjecting them to an 
intricately formidable series of computations. 
His first result is a set of indexes that show 
changes over 80 years in persons employed, man- 
hours used, and output achieved by production 
and distribution. He also produces a set of tables 
that show wholesale and retail margins by dec- 
ades from 1869 to 1947 for a large number of 
wholesale and retail trades. Finally, he sum- 
marizes in very useful ways data on the propor- 
tions of particular kinds of goods moving 
through wholesale and retail channels. 

Although these intermediate statistics are used 
by Professor Barger chiefly for further computa- 
tions, they will be of considerable interest for 
themselves to students of marketing. The list of 
sources from which he drew data on margins and 


BOOK REVIEWS 


119 


his bibliography of periodicals also are useful 
contributions to scholarship. 

Space is not available here for a detailed, item- 
by-item evaluation of his sources or for a step-by- 
step criticism of the procedures he has used in 
arriving at his final quantitative conclusions. A 
multitude of choices has been made. Since each 
one is debatable, there can be no doubt that 
another student doing the study over would 
proceed in different ways at many points. It 
seems evident, however, that in the aggregate 
these would not change Professor Barger’'s con- 
clusions very much, and such changes as 
emerged would be no more difficult to attack (or 
easier to defend) than his own decisions. 

From the point of view of students of market- 
ing, the principal weaknesses of the study lie in 
the severe limitations imposed by the concepts 
and definitions it embodies. Some of these have 
the effect of removing from “distribution” much 
of what is ordinarily considered to fall within 
that category. Most importantly, everything that 
happens to goods before they appear on the 
shipping platform of the final processor is ex- 
cluded from “distribution” despite the fact that 
it includes much buying, selling, merchandising, 
pricing, storing, transporting, sorting, financing, 
and risking. 

Professor Barger may also be criticized for 
assuming in much of his discussion that “com- 
modity production” can be treated as a homo- 
geneous entity for purposes of comparison with 
distribution. His own tables show this not to be 
true. For example, his basic table on the distri- 
bution of the labor force shows that whereas the 
entire force rose from 12,925,000 in 1870 to 60,- 
052,000 in 1950, an increase of 365 per cent, 
employment in commodity production and con- 
struction rose by only 182 per cent from 9,686,- 
000 to 27,339,000. But this result is attributable 
entirely to agriculture, where employment in- 
creased by only 10 per cent. Mining, manufac- 
ture, and construction all increased by more 
than the average for the economy as a whole. 

It is true that each of these “industries” in- 
creased less than distribution; but distribution 
in turn increased much less than, say, profes- 
sional service, or finance, or government. Com- 
parisons between distribution and the rest of the 
economy thus may be quite misleading if they 
are not qualified carefully. Similarly, there are 
smaller but significant differences among agri- 
culture, mining, and manufacture as regards 
changes in output per man-hour. 

For marketing men, the most serious limita- 


tions of Professor Barger’s analysis lie in his 
treatment of distribution as an “industry” rather 
than asa “function.” For his own purposes, this 
treatment is no doubt satisfactory. His primary 
objective has been to piece out the National 
Bureau's series on production, employment, and 
productivity in American industry, which has 
already seen studies by Fabricant, Barger, 
Stigler, and others of manufacturing, mining, 
agriculture, public utilities, transportation, and 
government. 

To specialized students of marketing, how- 
ever, the study will simply serve to emphasize 
anew the hard fact that a really satisfactory an- 
swer to the questions so often asked about dis- 
tribution will be obtained only when someone 
produces a definitive report on distribution as 
a function. Professor Barger has done an excel- 
lent job with respect to what can be learned by 
accepting the limitations inherent in census 
counts which take establishments as basic indi- 
visible units that must be assigned, each in its 
entirety, to one or another category of industry. 
Nevertheless, he still leaves the most important 
task to be done. This is to devise ways of break- 
ing establishments down into activities or func- 
tions that are observable and countable and that 
lend themselves to close analyses of what persons 
do with the time, energy, and resources at their 
disposal and of the effects of what these persons 
do upon productivity and welfare. That diffi- 
cult task accomplished, some even more remote 
student can undertake the formidable one of 
converting persons in their turn into segments of 
time or energy for still further analysis. 

REAVIS COX 
University of Pennsylvania 


HOW MANY DOLLARS FOR ADVERTIS. 
ING, by Albert Wesley Frey. (New York: 
The Ronald Press Company, 1955. Pp. 159. 
$4.50.) 


Professor Frey has performed a helpful service 
for advertisers and teachers in bringing together 
in this small volume a resumé of current practice 
and thinking regarding advertising appropria- 
tions and budgeting. The volume is not a re- 
search document bringing forth new data bear- 
ing on the oftentimes baffling problem of how 
many dollars to spend on an advertising pro- 
gram. Rather, it is largely a collation of existing 
materials to which has been added testimony re- 
garding appropriation and budgeting practices 
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secured by the author from advertisers through 
his consulting work, personal interviews, and 
mailed questionnaires. 

In the discussion based on these materials, the 
author seeks to do three things: (1) to point 
out the impracticability of applying the logical 
method of determining advertising expenditures 
as indicated by economic reasoning, namely, 
determination by comparing incremental sales 
receipts due to advertising (measurements which 
we cannot yet make) with the incremental out- 
lays on advertising; (2) to outline the strengths 
and weaknesses and often the inadequacies and 
lack of logic of the actual approaches currently 
employed by advertisers; and (3) to build a case 
for the “marketing program approach” when 
determining how much to spend on advertising. 

I like Frey's recommended approach, for it 
corresponds with my own thinking on the sub- 
ject. He stresses the desirability of appraising 
advertising’s contribution in any marketing mix. 
He dwells on the need of devising, at any time, 
the over-all marketing mix that promises to give 
a profitable business operation. To find a proper 
mix in building a budget, the advertiser must 
carefully study his product and his market situa- 
tion in relation to ever-changing market condi- 
tions brought on by the shifts of competition, 
changing consumer attitudes, and changing at- 
titudes and practices in the trade. He must de- 
vise a marketing strategy or program which will 
promise a profitable operation. The good ad- 
vertising budget is one that contains a hard- 
headed, realistic sales estimate based on a care- 
fully thought out marketing plan whose costs 
are indicated in the expense items of the budget. 
In such a budget, the specific jobs to be assigned 
to advertising have been thought out, and the 
costs of specific advertising schedules deemed 
adequate to accomplish these tasks have been 
determined, In short, what is to be spent on 
advertising depends on judgments as to the 
value of the proposed advertising efforts in the 
over-all marketing operations. In turn, this over- 
all marketing operation must meet the test of 
producing a profit. In the course of devising a 
budget, many alternative courses of action may 
have to be evaluated and a good deal of cutting 
and fitting done to come up with a net profit 
figure that not only expresses profit objectives 
but also appears attainable. 

As may be supposed, no easy answers on how 
much to spend on advertising are given. Judg- 
ments regarding the amount of money required 
to attain desired objectives are guided often by 
the roughest of measurements gained from past 


experience or merely by rationalization as to 
the effect of specific schedules of advertisements 
in influencing consumer or trade behavior. 

For the advertiser who wants a “how-to-do-it,” 
Professor Frey lays down the specific steps that 
the advertiser should follow—study of past his- 
tory, gathering of data regarding all the 
elements of a complete marketing program 
needed for guiding judgments, search for an- 
swers to a list of pertinent questions needed in 
formulating marketing strategy, the setting of 
objectives for a long-range program and for 
short-range campaigns, adjustment of operations 
as time goes on when sales and expense data or 
judgment indicate flaws in the plan or new de- 
velopments or new and fruitful ideas indicate 
wisdom of change from the budget plan, and 
so on. In short, Frey asks the advertiser to adopt 
the research, planning, and operational pro- 
cedure that is essential in sound marketing man- 
agement, of which advertising management is 
but a part. 

In the latter part of the volume, Professor 
Frey discusses briefly three other aspects of the 
advertising appropriation problem: (1) The 
problems and procedures connected with de- 
termination of expenditures for new products 
where again the “marketing program approach” 
applies. (2) The relation of total advertising ex- 
penditures to the national product, where he 
reaches the conclusion that the ratio of such ex- 
penditures to income and product should not 
necessarily be constant or increasing so far as 
the good of the economy is concerned. (3) Ques- 
tions involved in adjusting advertising expend- 
itures to cyclical fluctuations. On the last topic, 
he wisely advises the advertiser to continue bas- 
ing his appropriations on a carefully studied 
“marketing program approach.” 

Professor Frey rightly points out that the hope 
for a more logical and scientific basis for appro- 
priation depends upon improving the measure- 
ments of advertising effects. Consequently, he 
urges advertisers to support efforts to devise and 
improve measurement techniques. 

NEIL H. BORDEN 
Harvard University 


CHANGING PATTERNS IN RETAILING, 
by John W. Wingate and Arnold Corbin. 
(Homewood, Illinois: Richard D. Irwin, 
Inc., 1956. Pp. 393. $5.00.) 


Changing Patterns in Retailing is a collection 
of 53 recent articles and addresses that reflect 
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the current trends and competitive controver- 
sies in the field of retailing. In general, the ar- 
ticles are timely, colorful, and speculative; this 
is in contrast to the orderly, dogmatic, and pro- 
saic approach of the usual textbook. Moreover, 
the articles cover some important subjects that 
are given scant treatment in current texts. 

Quantitatively, Part III, “Retail Institutions” 
—with 17 articles and 125 pages—rates the great- 
est amount of space. Here are analyses and spec- 
ulation on the intertype competitive struggle 
among retail institutions, with the greatest em- 
phasis given to the supermarket and discount 
house. However, articles also consider the com- 
petitive position of the department store, chain 
store, mail order house, farmers’ market, con- 
sumer cooperative, and door-to-door selling. 

Parts VI and VIII, with seven articles each, 
rank next in size. Topics covered in these sec- 
tions include personal selling, self-selection, 
self-service, vending machines, store hours, cus- 
tomer returns, credit, receiving, marking, de- 
livery, and automation in retailing. Each of 
these articles, prepared without the inhibition 
of the academic approach, provides a good 
springboard from which to dive into the specu- 
lative fields of either selling or operational 
methods of the future. 

Another nine articles cover Part IV, “Loca- 
tion,” and Part V, “Buying.” “Location” arti- 
cles deal primarily with the widely discussed 
struggle of the sick old “downtown” with the 
suburban shopping center. The “Buying” ar- 
ticles do not live up to the promise of the book. 
With slight editorial change, articles such as 
“Separation of Buying and Selling,” “Specifica- 
tion Buying,” and “Fair Trade” could be val- 
uable additions to the usual textbook without 
breaking any procedural rules in textbook 
preparation. This same comment also applies to 
Part IX, “Personnel and Human Relations.” 
The content of the four articles found here, 
soundly prepared, have the academic qualities 
of the college textbook and do not present the 
problems of personnel administration, human 
relations, and selling career opportunities in 
retailing as either challenging or controversial. 

The four remaining parts of the readings, 
with two articles each, cover 78 pages. Parts I 
and Il—“The Over-All Picture” and “Con- 
sumer Trends’—are, to the teacher of retailing, 
the least important part of the readings. The 
material presented is adequately covered in the 
opening chapter of the leading textbooks in 
retailing and beginning marketing. In addition, 
reprints of various articles from Fortune Mag- 


azine are readily available and give broader 
coverage of the “over-all picture” and “con- 
sumer trends” than the articles here. Part VII, 
“Store Organization,” considers only the or- 
ganizational problems of department stores as 
they relate to the division of managerial respon- 
sibility in the selling departments and in 
branches. These articles are worth-while con- 
tributions to the study of store organization, but 
the reviewer doubts whether they will provide 
the added spark that could enliven a topic 
which, in detail, is a rather dull subject in most 
classes in retailing. Part X, ““The Challenge to 
Retailing,” closes the readings with two short 
articles (nine pages) that live up to their head- 
ing, “The Coming Shake-Out of ‘Weak Sister’ 
Stores,” which is Grey Matter probably at its 
best with its sweeping generalities, penetrating 
observations, Elijah-like prophecies of doom, 
and off-the-cuff solutions to retail dilemmas. 


“Who is Thinking for Retailing” also challenges 
with another type of solution to the long-range 
problems in the retail field. 

The general style and character of the articles 
are indicated by their sources. Of the 59 articles, 
seven are from Grey Matter, five from the 
Journal of Retailing, and five from the New 


York Retailer. Business Week, Fortune, and 
Life have three reprints each. Among other 
sources are Advertising Age, Harvard Business 
Review, THE JOURNAL OF MARKETING, Reader's 
Digest, and Time. 

The authors have done considerably more 
than collect articles, Each part and section has 
been prefaced with a brief introduction to pro- 
vide proper factual background for the par- 
ticular subject. In many instances, the value of 
articles to the reader has been enhanced by 
modifications or additions. Although all articles 
were prepared since 1950 and several as late as 
the spring of 1955, the editors have added nu- 
merous footnotes to bring the articles further 
up to date. This is particularly valuable in that 
it permits a direct comparison of forecasts with 
the reality of the predicted situations as they ex- 
ist today. 

To make the Changing Patterns in Retailing 
more valuable to the teacher as a textbook or 
supplementary reading book, each set of read- 
ings has been followed by a list of “Questions 
for Discussion” and a “Project.” Also, a cross 
reference table integrates the readings with the 
principal retail texts, Missing from the read- 
ings is a bibliography of articles discarded by 
the authors in the trial selections. ‘This would 
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be valuable to students making detailed studies 
of the subjects covered by the readings. 

Since the authors have limited the readings 
to “current trends and changing patterns,” the 
book is not a general reading book. No atten- 
tion is given to accounting, budget making, in- 
ventory control, or any of the techniques of 
merchandising. Also absent from this, as well 
as beginning textbooks in retailing, is any cov- 
erage of fashion theory or any consideration of 
the changing patterns in retailing caused by the 
public’s growing interest in fashion in most 
merchandise fields, including hardware. The 
readings deal with retail problems at the policy- 
making level, are presented with a minimum 
of technical material, and should be of interest 
to anyone familiar with American business. 
Many of the articles are quite similar to fea- 
ture articles about retailers that appear in The 
Wall Street Journal. 

The articles have been selected with care and 
with definite objectives in mind. Recent articles 
of merit have been omitted, but whether any of 
these should be substituted for articles included 
is a controversial subject. It may be pointed 
out, however, that six of the articles have the 
words “department store” in their titles and 
seven more are written within the department 
store frame of reference. Perhaps the depart- 
ment store is the sick giant of the retail business 
and needs attention, but a better explanation 
might be the preferences of the authors and the 
fact that more articles, bulletins, and books are 
written about department stores than any other 
retail institution. The challenging problems of 
small stores are pretty much ignored. Nor is 
attention given to the potential threat of ag- 
ricultural cooperative stores to competing re- 
tailers. 

The readings should be of interest to diversi- 
fied groups. All were originally written or de- 
livered for the consumption of businessmen and 
to them are as important now as they were 
when originally prepared. In the academic field, 
the first three parts, including the many read- 
ings on retail institutions, are stimulating sup- 
plementary readings for that part of the be- 
ginning marketing course dealing with retail 
institutions. All parts are useful in a beginning 
course in retailing. In addition, the readings 
might very well be used as a text by a discussion 
group in adult education where interesting dis- 
cussions in current economic developments are 
more important than the organized develop- 
ment of skills in retailing. 

The reviewer forecasts a highly favorable re- 


ception of Changing Patterns in Retailing by 
teachers and students not only in retailing but 
also in the general field of marketing. Since the 
present book leaves many important topics in 
retailing untouched, its success should result in 
additional books of readings. These will be 
welcomed by teachers of retailing who find that 
the material in current textbooks needs con- 
siderable amplification in order to present the 
retail store as an interesting, dynamic, ever- 
changing economic institution whose problems 
are a continual challenge to the skills of even 
the most able businessmen. 
E. H. GAULT 

University of Michigan 


ADVERTISING COPY AND COMMUNICA- 
TION, by S. Watson Dunn. (New York: 
McGraw-Hill Book Company, Inc., 1956, 
Pp. 545- $7.00.) 

In the writing of Advertising Copy and Com- 
munication, S, Watson Dunn not only does 
justice to his subject but also shows his own 
ability to communicate clearly and effectively. 
The book is well organized and readably 
written. 

The book starts interestingly with a chapter 
on the copywriter and his place in advertising. 
Here, as in his discussion of the sources of copy 
ideas, the author draws heavily on the factual 
results of an original survey conducted among 
225, practicing copywriters. From this source the 
reader learns much about the typical copy- 
writer of today, what he does, what he thinks 
he should do, his attitudes toward research, his 
sources of copy ideas, what training he feels is 
desirable, etc. 

The remainder of Part I of the book includes 
a well-ordered discussion of the basic subjects 
of copy planning, copy objectives, and con- 
sumer motivation. It is gratifying to note that 
at no point does the author allow himself to be 
swept away by extremist viewpoints on the sub- 
jects of consumer motivation and motivation 
research. Rather, his approach to these contro- 
versial topics is sound and enlightened. 

Part Il might be termed “the heart of the 
book.” Here, the author deals effectively with 
the “how-to-do-it” aspects of copywriting. There 
is an example-studded treatment of headlines 
and slogans and a more analytical presentation 
of the subject of body copy, its types, language, 
and psychological aspects. Also helpful, though 
not usually found in copy textbooks, is a con- 
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densed but well-rounded discussion of the arts 
of layout and visual presentation and their re- 
lationships to maximum delivery of a copy mes- 
sage. This subject matter, including brief dis- 
cussions of type and color, may be somewhat 
repetitious of material found in general adver- 
tising textbooks; yet, as handled here, its in- 
clusion seems amply justified. 

In his chapter on the prechecking of copy, 
Mr. Dunn examines various forms of pre-evalua- 
tion lists and readability formulas and con- 
cludes with some well-balanced observations 
concerning the advantages and disadvantages 
of each in everyday copywriting practice. He 
emphasizes that “no mechanistic method of 
checking copy is a substitute for good creative 
effort.” 

Special requirements in advertising communi- 
cation are recognized in Part II] of the book. 
There is excellent instruction in the preparation 
of retail copy, and a useful distinction is drawn 
between the nature of consumer copy and that 
directed to industry or to the trade. In a similar 
manner, the unique requirements of radio and 
television commercials receive careful attention, 
as do those of direct mail. Because of the 
relative newness of television and the complex- 
ities of preparing the television commercial, the 
author's lucid treatment of this subject will be 
particularly welcomed by all copy teachers. 

The book concludes with a sufficiently good 
description of various methods of post-testing 
the effectiveness of both print and broadcast 
copy and with a very useful chapter on the legal 
and nonlegal regulation of advertising. This 
final chapter explains in a helpful way the more 
important regulative restrictions in a manner 
that is definitely meaningful to the copywriter. 

All in all, this reviewer likes Mr. Watson's 
book. Some parts of the text may seem a little 
advanced to the elementary copy student, but, 
taught with proper interpretation, the book 
should be adaptable as a text in nearly any 
copywriting class. 

Also, this book should prove of considerable 
interest to the seasoned practitioner, particu- 
larly the summary of copy regulations and the 
results of the survey on copywriter attitudes and 
practices. This copywriter survey seems to repre- 
sent a real contribution by the author to a 
better understanding of the attitudes and prac- 
tices of the copywriter of today. 

There is an excellent supplementary reading 
list at the end of each chapter, but some teach- 
ers will be disappointed by the lack of a good 
collection of suggested copywriting assignments. 


The index seems adequate. Those who teach 
copywriting will find this book well worth ex- 
amining. 


DONALD W. DAVIS 
The Pennsylvania State University 


GOVERNMENT STATISTICS FOR BUSI- 
NESS USE (Second Edition), by Philip M. 
Hauser and William R. Leonard, Editors. 
(New York: John Wiley and Sons, Inc., 
1956. Pp. 440. $8.50.) 

Many users of marketing statistics must be 
familiar with Government Statistics for Business 
Use, for it virtually is unique as a guide to gov- 
ernment sources of business data. Its first edi- 
tion (the only one to date) appeared in 1946 
and was studded with references to the 1939-40 
censuses and wartime data series, That volume 
was soon to become obsolete, and we have 
waited a long ten years for its revision, indeed 
a welcome appearance, 

Its editors must have found the first edition 
highly satisfactory, so slightly has the second 
edition been changed in style and arrangement. 
Of the 13 chapters dealing with major types of 
business data, all except one in the first edition 
have been retained and appear in the same se- 
quence, More remarkably, authors of the re- 
spective chapters in the first edition have written 
these chapters for the second edition with only 
two exceptions. Such is the fortunate longevity 
of statisticians, and it is one of the credits to 
this volume, since each is outstanding in his 
field of governmental statistics. 

For the benefit of those not familiar with this 
book, it should be said that its title accurately 
describes its content. For each of the major 
types of business data provided by government 
agencies, a specialist has comprehensively de- 
scribed the data available and their character. 
The titles of the chapters indicate the data 
classifications: 


National Income and Other Business Indi- 
cators 

Manufacturing 

Mineral Statistics 

Agriculture 

Retail, Service and Wholesale Trades 

Foreign Trade Statistics 

Transportation and Other Public Utilities 

Money, Credit and Finance 

Prices 

Housing and Construction 
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Population 
Labor 
International Statistics 


The sources of the data and, in most cases, 
their usefulness also are indicated. The years 
for which past data were collected and the agen- 
cies’ future plans regarding such statistics gen- 
erally are covered too, 

The new edition is well timed. Tabulation 
plans for the 1954 and 1955 censuses were suffi- 
ciently determined to permit the authors to 
describe census volumes that are just now being 
released on those enumerations. Since another 
five years will pass before the next enum- 
erations, the book is certain to remain reason- 
ably current until then, We do not imply that 
census data are more than a fraction of the 
many governmental sources detailed in the 
book, which (to the extent of our scrutiny) has 
nigh exhausted the government sources useful 
from the business standpoint. 

‘The individual chapters are necessarily of 
such length that the book could not serve for 
quick reference without a good index. This has 
been markedly improved over the first edition 
and lists over a thousand types of data. (Its use 
is necessary too because some of the data sources 
seem to bob up in unexpected chapters.) The 
book is improved also by an added chapter on 
“International Statistics” (domestic data on 
other nations). Of more interest to marketers is 
the added chapter on “Some Uses of Sampling 
and Sampling Aids” by Joseph Steinberg and 
Morris Hansen, With clarity and brevity, the au- 
thors describe the sampling techniques of the 
Bureau of the Census and tell those constructing 
samples of the government resources available 
to them, 

Most of the book will be of marketing useful- 
ness, but especially the chapters on “Popula- 
tion” and on “Retail, Service and Wholesale 
Trades.” ‘These are among the more extensive 
chapters and, in the writer's opinion, the best. 
That on “Retail, Service and Wholesale Trades” 
is excellent for its graphic tables on the scope 
and detail of available data. 

The dropping of the first edition’s chapter 
on “Accounting Statistics” (financial and cost 
data) may be a detraction. Compressed to a few 
pages under “Finance,” what remains would not 
scem to sufhce. The new edition also has de- 
leted illustrations of tables that appeared in 
its predecessor, perhaps to prevent bulking the 
new edition with its added chapters. But such 
illustrations told more than many words. Also 


deleted is an appended list of publications and 
authors, which was a useful index. If other fault 
should be expressed, it would be the lack of uni- 
form chapter arrangement, each being peculiar 
to its author’s taste. Finally, this reviewer wishes 
that a chapter on vital statistics were included, 
with all sympathy for the editors’ problems of 
limiting the scope. 

The gist of what we are trying to say is: It’s 
good news that the up-to-date edition of “Hauser 
and Leonard” is off the presses. 


DAVID J. LUCK 


Michigan State University 


PUBLIC RELATIONS: PRINCIPLES, CASES, 
AND PROBLEMS (Revised Edition), by 
Bertrand R. Canfield. (Chicago: Richard 
D. Irwin, Inc., 1956. Pp. 691. $6.00.) 


Public relations is a very big subject. A stand- 
ard definition reads as follows: “Public rela- 
tions is the management function which evalu- 
ates public attitudes, identifies the policies and 
procedures of an individual or an organization 
with the public interest, and executes a program 
of action to earn public understanding and 
acceptance.” 

Most survey books on public relations begin 
with a definition, a discussion of underlying 
concepts, an attempt at an explanation of the 
opinion-forming process, and similar background 
material. They then discuss the various “pub- 
lics’” with whom business public relations pro- 
grams are concerned: employees, stockholders, 
consumers, the community, trade and profes 
sional associations, distributors and dealers, sup- 
pliers, educators, the government, and so on. 
Next come the “tools” of public relations: pub- 
licity, institutional advertising, audio-visual 
communication, speakers’ bureaus, etc. And the 
media of communication are discussed: news- 
papers, radio, television, films, magazines of all 
types, pamphlets, direct mail, employee pub- 
lications, annual reports, even books. 

To crowd all this between the covers of one 
book, and not be superficial in many places, is 
a most dificult assignment. Mr. Canfield, Di- 
rector of the Distribution Division, Public Re- 
lations, Babson Institute of Business Administra- 
tion, succeeds, as well as could be expected, in 
giving such an over-all picture of the operating 
methods of public relations. 

But the experienced public relations teacher 
who knows the inquiring minds of students re- 
alizes that primary emphasis needs to be placed 
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upon analysis of the theory of public relations. 
Granted that public relations is a management 
function—the heart and core of perceptive mod- 
ern management—how does the public relations 
executive or worker gain access at the policy- 
making level? In dealing with the vital problem 
of internal public relations (employee rela- 
tions), how does he fare in giving advice to in- 
dustrial relations and personnel managers who 
probably were well established in the company 
before a public relations department came into 
being? Sales managers, production chiefs, com- 
pany lawyers, executive vice presidents, and the 
president himself—all are policy makers and 
decision makers whose attitudes and actions 
determine the “public relations” of the com- 
pany. How many public relations directors have 
gained the necessary status to be operating un- 
der the definition quoted in the opening para- 
graph of this review? 

Indeed, and this is the key question, how 
does even a management conscious of its public 
relations reach group agreement on what the 
“public interest” is in a given controversial situ- 
ation? Yet, such a determination must be made 
if public relations is what its practitioners say 
it is. 

This is the sort of questioning and probing 
which one does not find in this book or in the 
usual public relations survey book. J. A. R. 
Pimlott, an inquisitive English scholar did the 
best job in this respect in his Public Relations 
and American Democracy (Princeton Univer- 
sity Press, 1951). Fortune has contributed sig- 
nificant articles in the same vein. The publica- 
tions and sessions of the Public Relations So- 
ciety of America are crowded with self-criticism 
and pro-and-con arguments. Mr. Canfield just 
states what ought to be and leaves it at that. 

Another missing chapter in Mr. Canfield’s 
book is one dealing with the historical develop- 
ment of the public relations concept. Since it 
would only seem good sense to the casual ob- 
server to run a business in keeping with such 
a concept, it becomes confusing to learn that 
the majority of businesses do not have integrated 
public relations departments, have not worked 
out policies stemming from a management un- 
derstanding of public attitudes, and do not have 
qualified persons communicating with the vari- 
ous segments of the public with whom the busi- 
nesses are concerned. 

When one examines the step-by-step historical 
development through the levels of (1) casual 
publicity; (2) planned, informational publicity; 
and (3) public relations counseling and plan- 


ning, a better understanding of the present situ- 
ation is possible. When that examination is 
made in terms of the social, economic, and polit- 
ical pressures of an increasingly interdependent 
society, a clear understanding is possible. 

The development of informational publicity 
programs in the decade before World War I 
coincided with a reform movement which in- 
sisted that the conduct of business enterprises 
was a matter of public interest as well as of pri- 
vate interest. With further pressure, and the ap- 
pearance of such books as Walter Lippmann’s 
Public Opinion (ig22) and Edward L. Ber- 
nays’ Crystallizing Public Opinion (192%), a 
theory of public relations began to develop. But 
only in the past 10 or 15 years have a significant 
number of companies and organizations reached 
the third level, that of public relations counsel- 
ing and planning. More commonly, programs 
are at the informational publicity level and, of 
course, casual publicity abounds, sometimes 
flavored with press-agentry. A public relations 
text which does present this historical perspec- 
tive is that by Scott M. Cutlip and Allen H. Cen- 
ter, Effective Public Relations (Prentice-Hall, 
1952), a book which also examines the gap be- 
tween public relations theory and practice. 

But to return to Mr. Canfield’s book. Its ex- 
planation of the philosophy of public relations 
as a management function is forthright. Chap- 
ters discussing the various publics, and public 
relations programs for them, constitute the heart 
of the book and its main strength. Community 
relations, which rank next to employee relations 
in importance in current public relations think- 
ing, are given superior treatment. Copious ex- 
amples are given of company programs in the 
community, employee, stockholder, and other 
areas. 

The tools of public relations are adequately 
surveyed, but the inner workings and profes 
sional outlook of the mass media are not satis- 
factorily explained. This reviewer, a journalism 
professor, quailed at a definition of publicity 
which emphasized its “gratuitous” publication 
or broadcast. Unless public relations men recog- 
nize that they have an obligation to serve re- 
porters and editors (who are representatives of 
the public interest) and forget about the free 
inches of space or moments of time, things will 
go badly for PR, as it is called. Mr. Canfield 
includes the proper maxims, as stated by com- 
panies from whose press relations booklets he 
quotes, but he seems less intimately informed 
about the mass media than he is about business 
public relations programs. 
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Added to this revised edition (the book first 
appeared in 1952) are 2: cases provided by lead- 
ing industries, social service organizations, and 
associations, These were carefully selected to 
illustrate the basic principles of public relations 
and are carried at the close of chapters. They 
are followed by problem questions asking the 
student for comment on the planning and exe- 
cution of public relations programs. Chapters on 
public opinion, public relations films, and 
armed-forces public relations were added for 
this edition. 

There are a substantial number of illustra- 
tions and charts which are helpful to the reader. 
The index is satisfactory, and there is an un- 
annotated bibliography listing most of the 
better-known books on public relations and 
some in related areas. 

Certainly anyone interested in the subject of 
public relations would want this book on his 
shelf. It seems better designed for classes in pub- 
lic relations taught in business schools than for 
such classes taught in journalism schools, But 
no matter where it might be used, it needs to be 
augmented by readings analyzing the theory of 
public relations. 


EDWIN EMERY 
University of Minnesota 


THE ECONOMICS OF CONSUMPTION, by 
Willard W. Cochrane and Carolyn Shaw 
Bell. (New York: McGraw-Hill Book Com- 
pany, Inc., 1956. Pp. 481. $6.50.) 


Writing a text to please teachers of consump- 
tion economics courses is like trying to win a 
majority following in the French Parliament. 
There are few areas of applied economics where 
interested scholars are farther apart in their no- 
tions of the proper scope and emphasis. The 
Cochrane-Bell book will not settle the debate, 
but it does offer the most systematic analysis yet 
to appear on the appropriate scope of the dis- 
cipline. 

The concept of consumption is set on a 
parallel plane with production, Production in- 
volves an element of selection, the choice of in- 
puts; an element of using up, the use of inputs; 
and an element of obtaining something, the 
output of so many units of a product. The same 
elements are the components of consumption: 
selection of a particular set of goods and services; 
the using up of different goods and services in 
living; and obtaining something, satisfaction or 
utility. Thus (p. 4), “consumption is analogous 


to production—only the nature of the product 
is different. The output of a productive activity 
is so many units of a physical good or service 
(e.g., washing machines or haircuts); the output 
of consumption is so many units of satisfaction 
(or utilities).” 

Consumption economics is only a part of the 
study of consumption—that part dealing with 
choice where the means of satisfying wants are 
scarce relative to the wants. Thus, consumption 
economics must begin with 


(1) the development of a theory of consumer 
behavior which explains the choice-mak- 
ing process and 

(2) the development of measures of the de- 
gree of satisfaction associated with dif- 
ferent choice patterns, for example, the 
output of satisfactions. 


But Cochrane and Bell propose that the field 
should cover also the social consequences of 
consumer choices together with a study of such 
things as tastes, preferences, and information 
which condition choices. Consumption econom- 
ics, therefore (p. 6), “is the study of decision 
making by households with respect to the choice 
of goods and services used in living, together 
with the relationships growing out of, and the 
activities surrounding, that decision making.” 
The additional specific areas picked up with 
this concept are: 


(3) The relation of different combinations 
of goods and services consumed (both 
kinds and quantities) to significant causa- 
tive variables such as price, size of in- 
come, net worth of families, or size of 
families. 

The implications of aggregate consumer 
choices for other segments or for the rest 
of the economy. What happens when con- 
sumers shift their spending from fresh 
oranges to frozen orange concentrate? 
And what happens when consumers 
change their income allocations between 
spending and saving? 

The structure of consumer wants—how 
they are formed and how they are mod- 
ified. 

Problems surrounding recommendations 
for consumption adjustments. How can 
specialists help consumers make wise 
choices when personal satisfactions are 
not measurable? And when adjustments 
in consumption are effected through gov- 
ernmental means, what are the welfare 
consequences on taxpayers? 
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(7) The study of market structures and the 

marketing system in which the consumer 
makes selections and how these institu- 
tional arrangements influence decision 
making. 
The study of the information problem 
for consumers—but not consumer educa- 
tion. How does the nonspecialized con- 
sumer buyer of many lines keep in- 
formed? How, and to what extent, does 
lack of information impair the consum- 
er’s position, the workings of the market, 
and the use of resources? What is the re- 
lation of consumer protection to the 
information problem? 


These, then, become the areas with which 
Cochrane and Bell are concerned. Their book 
centers on the economic decision-making process 
in the family. Consumer education—dealing with 
topics such as budgeting, life insurance, and 
planning investments—is left to a field of its 
own. It is not part of the economics of consump- 
tion. This marks the basic point of departure 
from other books widely used in undergraduate 
courses entitled “Economics of Consumption” 
such as Gordon's Economics for Consumers and 
Morgan’s Consumer Economics. These latter 
books, while they deal in part with the decision- 
making process, are aimed primarily at helping 
consumers be more effective buyers. 

Perhaps the main problem of the Cochrane- 
Bell book is that the field of consumption eco- 
nomics, if we accept the authors’ concept, is not 
yet ready for the book these authors would ike 
to write. They do present very effectively the 
received theory of consumer choice 4 la both 
Marshall and Hicks. And they dutifully derive 
demand schedules according to the same can- 
ons. But this theoretical core, which they want 
and need to carry their book, turns out to be 
no more than excess baggage. It finds no appli- 
cation anywhere in the book. And this must in- 
evitably be the case until we find some way to 
measure consumer satisfactions objectively. The 
authors do review recent explorations in this 
direction by Mosteller and Nogee, Norris, Ka- 
tona, and Bilkey. But no one has yet discovered 
or, in this reviewer's judgment, has even got 
very warm in efforts to find the hidden thimble. 

The authors try to escape from the nonopera- 
tional nature of the received theory by suggest- 
ing that it can be used after all if we just turn 
the theory upside down. This calls not for maxi- 
mizing utilities but for minimizing disutilities. 
We can, they allege, establish objective stand- 
ards of minimum consumption. We can tell 


what makes people dissatisfied and how much 
dissatished even though we cannot yet tell what 
satisfies them. The points of reference are the 
expert nutritionists who know what constitutes 
an adequate diet and apparently the social scien- 
tists who study aspiration levels and know, there- 
fore, the minimum necessary consumption levels, 
item by item, that are required to avoid dis- 
utility. “A consumption standard to have mean- 
ing for society must be developed in terms of 
all of those things which society values—cultural 
and environmental factors as well as physical 
factors. . . . Where the defined minima are not 
realized, some form of human failure results. 
Thus the analysis ceases to be purely descrip- 
tive; it becomes normative, Out of this type of 
analysis grow recommendations for action with 
reference to what consumers ought to consume” 
(p. 177). 

There is a provocative idea here, but this re- 
viewer is not yet persuaded that it is significantly 
easier to measure disutilities on a personal basis 
than it is to measure utilities once you get be- 
yond the area of minimum health requirements. 
At any rate, there is little that is done with this 
idea any other place in the volume. 

In a book attempting to throw light on the 
economic decision-making process in the family, 
one might expect to find an interdisciplinary 
approach with contributions from the fields of 
anthropology, sociology, and psychology brought 
into focus. There has been little attempt to do 
this in the book, and the smattering of material 
of this sort is drawn from secondary sources. 

The authors’ concept of the field of consump- 
tion economics forces them into some areas 
which must be old stuff indeed for 2 student 
with an economics course or two under his belt. 
Most notable in this regard is the section deal- 
ing with the impact of aggregate consumer 
spending and saving on the level of economic 
activity. There is nothing new here for a student 
who has studied elementary economics from a 
Samuclson-type text. Were there something else 
to say, some way to build upon this review of 
principles which would be unique to the con- 
sumption economics field, the case would be 
different. 

The same repetition is present in a number of 
chapters dealing with the “Consumer in the 
Market.” Other chapters in this latter section 
dealing with market structure and nonprice 
competition fail, on the whole, to make contact 
with reality. A quick historical review of retail- 
ing is provided in one chapter, but few concepts 
are defined, and the survey is so sketchy that it 
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is of questionable aid for the student who hasn't 
had a basic marketing course. At the same time, 
the chapter throws no new light for students 
who have, 

There are, on the other hand, some excellent 
sections and chapters—a useful review of em- 
pirical studies on consumer spending and sav- 
ing patterns, a thoughtful chapter on the nature 
of the consumer information problem, and a 
very interesting (if speculative) analysis of the 
process of collective consumption in our econ- 
omy through both government and voluntary 
groups. 

EUGENE R. BEEM 
University of California 


FLUID MILK MARKETING, by George M. 
Beal and Henry H. Bakken. (Madison, Wis- 
consin: Mimir Publishers Inc., 1956. Pp. 556. 
$7.50.) 


In their preface the authors state, “This book 
traces the economic evolution of the dairy in- 
dustry on the American continent from the first 
importations of cattle to the present status of 
the industry. It undertakes to describe and ana- 
lyze the entire process of marketing fluid milk 


in its movement from the farm to the con- 
sumer.” This purpose the authors do achieve 
with varying degrees of success. The book is at 
its best in detailed description of the many as- 
pects of the dairy industry. It is at its weakest 
in its economic analysis. 

The authors also express their intention that 
the book “be useful as a text in dairy market- 
ing” and serve as an “authoritative reference 
for all persons who perform the myriad tasks of 
making decisions, directing operations and con- 
ducting research in processing and distribution. 
..." The book probably will find acceptance 
as a text since this specialized area is rather bar- 
ren of alternatives. It should also be a useful 
reference book for many in industry since it is 
full of facts on all phases of the industry—espe- 
cially in the areas of historical and legislative de- 
velopment. In addition to these two groups of 
people, instructors in general economics and 
general marketing should find it useful. The 
dairy industry has some of the finest examples of 
oligopoly and imperfect competition, adminis- 
tered pricing, and trade barriers to be found. 

It is always difficult to find a central theme 
in a book covering such a broad scope as this. 
However, if a theme exists, it is that quality, 
quality control, and public health regulations 


are the major determinants of what the industry 
is and how it behaves as well as how changes in 
it have been and will be made. Although lifting 
out of context is always dangerous, the following 
excerpts will illustrate this theme: - 

“Grading seeks to insure a minimum quality 
level to consumers. . . . Such a program if suc- 
cessfully carried out would eliminate the neces- 
sity and inducement to engage in promotional 
advertising” (p. 104). 

“The wide-spread adoption of municipal 
health regulations led to the manufacturing of 
dairy products in fluid milk plants as a method 
of surplus disposal” (p. 207). 

“. . . more local ordinances required pasteuri- 
zation. . . . This development materially influ- 
enced commercial distribution . . . because sub- 
stantial quantities of capital were necessary for 
the installation of machinery...” (p. 447). 
Such emphasis seems overdone—not because 
health regulations are unimportant but because 
other important factors are not put in the 
proper perspective. 

The greatest contribution of the book is the 
authors’ discussion of producers’ pricing prob- 
lems and their evolution through the stage of 
formula pricing under federal marketing or- 
ders. (This discussion takes up 8 of the 17 chap- 
ters and 291 of the 556 pages.) A three-way 
classification of pricing is developed: automatic 
pricing, administered pricing, and authorita- 
tive pricing. Automatic pricing refers to pricing 
under free competition; administered pricing to 
pricing under imperfect competition; and au- 
thoritative pricing to forms of government con- 
trol. Many will find this classification confusing. 
This will be especially true since the authors 
also discuss formula pricing. 

Regardless of these semantic difficulties, an 
immense amount of factual and historical data 
are presented for this important phase of dairy 
marketing. Legal developments in the various 
states, excerpts from study committee reports, 
and details of various formula types are all pre- 
sented. In fact, the immense amount of detail— 
often rather loosely organized—will give the stu- 
dent considerable trouble as he seeks to sort 
the important from the unimportant. 

The book is not particularly strong in the 
sections dealing with plant management or with 
wholesaling and retailing. Merchandising and 
product problems are only scantily treated. 

The main weakness of the book arises from 
its economic analysis. A few pages are devoted 
to the rigorous treatment of output and price 
determination under various forms of competi- 
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tive structures. After this, however, practically 
no effort is made to apply this theoretical frame- 
work to the particular issues under discussion. 
For example, periodic reference is made to the 
fact that the industry, especially in its processing 
and distributive aspects, often doesn’t adopt 
rapidly new technology and cost-saving improve- 
ments. Or again, it is stated that distributors 
shun price competition with the resultant in- 
crease of services. The opportunity to utilize the 
previously proposed economic framework to 
gain insight into these problems is not used. 
It is recognized that such a wedding of theory 
and practice is very difficult. But since the dairy 
industry offers so many opportunities to illus- 
trate the workings of an obviously less than 
perfectly competitive industry, this shortcom- 
ing helps to keep a fair book in the economics 
of dairy marketing from being an excellent one. 

In closing, readers are warned that they will 
not find this book particularly easy reading. 
They will find themselves wishing that the 
authors had seen fit to replace some of the nice— 
but not very relevant—pictures with more help- 
ful tables and graphs. Paragraph after paragraph 
loaded with statistics is indeed conducive to a 
wandering mind. 

R. L. KOHLS 

Purdue University 


PERSONAL INFLUENCE: THE PART 
PLAYED BY PEOPLE IN THE FLOW 
OF MASS COMMUNICATIONS, by Elihu 
Katz and Paul F. Lazarsfeld. (Glencoe, I1- 
linois: The Free Press, 1955. Pp. 400. $6.00.) 


The traditional subjects of mass communica- 
tions research have been the mass media—news- 
papers, magazines, radio, etc. In Personal In- 
fluence, Katz and Lazarsfeld have presented in 
some detail the role of the individual as a com- 
municator “and as a relay point in the network 
of mass communication” (p. 1). 

The volume is divided into two parts—first, a 
review of a large number of studies which tend 
to indicate the importance of the role of inter- 
personal communications. This part is, in fact, 
a detailed review of “small-group” research in 
terms of its contributions to two areas of com- 
munications research: communications within 
the group and communications to the group. 
While the first area deals with the generation 
and reinforcement of attitudes and opinions 
within the group, the second deals with the way 
in which influences enter into the group. 


The second part of the volume reports on the 
Decatur study—“our attempt to make a start in 
mapping the flow of influence concerning sev- 
eral everyday matters in a middle-sized Ameri- 
can community” (p. 137). 

The first part of the volume stresses two fac- 
tors of interpersonal relations which bear on 
communication and influence via the mass 
media. One is the factor of group norms—the 
agreement or disagreement of an individual's 
opinions with those of the group. The second is 
the pattern of communication both within the 
group and between the group and its environ- 
ment. 

For the advertiser, the implications of research 
on these factors are that it may be possible to 
determine the existence of groups with particu- 
lar buying habits and, if such groups exist, the 
definition of group norms. A second question 
concerns the patterns of communication which 
may be expected to carry the advertiser's mes- 
sage to all members of the group: to locate and 
contact the “gate keepers”—those who act as 
links connecting interpersonal communication 
networks with the group's environment, to lo- 
cate and contact the “influentials.” 

The report of the Decatur study deals with 
an inquiry into four areas of decisions: market- 
ing, fashions, public affairs, and movie-going. 
Respondents were interviewed about their own 
behavior, about people who influence them, and 
about people with respect to whom they are in- 
fluential. 

One interesting finding stemming from the 
Decatur study is that, for the areas considered, 
the socioeconomic status of the “influential” is 
less important than either of the two other fac- 
tors considered: a woman's “life-cycle” (whether 
she is married or not and, if she is married, the 
number of children she has) and her “gregari- 
ousness” (the extent of contact with other peo- 
ple). Only in the area of public affairs does so- 
cioeconomic level achieve substantial impor- 
tance. The implications of a finding of this sort 
regarding the effectiveness of “Man of Distinc- 
tion” advertisements, for example, are quite in- 
teresting, for, in summary, “the ‘power’ of the 
opinion leader in marketing, fashions, and 
movie-going which finds expression in informal 
persuasion and friendly influence, probably does 
not derive from wealth or high position but 
from casual, everyday contact with peers” (p. 
$25). 

Along with the detailed discussions of method- 
ological procedures and problems, the review 
of the pertinent literature of small-group re- 
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search serves to set out significant guideposts 
for future investigations of the role of “people 
influencing people.” 

IRVING ROSHWALB 


Audits and Surveys Company, Inc. 
New York City 


THE LANGUAGE OF SOCIAL RESEARCH, 
edited by Paul F. Lazarsfeld and Morris Ro- 
senberg. (Glencoe, Illinois: The Free Press, 
1955- Pp. 590. $6.75.) 

Much of the “Language” in this book will be 
foreign to marketing men and also to marketing 
research men and more is the pity, for the work 
of the social scientists continues to impinge in- 
sistently upon the marketing area, This volume, 
edited by two distinguished social scientists, is 
subtitled ‘A Reader in the Methodology of So- 
cial Research.” As such, it has not been de- 
signed with the marketing student in mind and, 
because it is a reader, it is hardly susceptible to 
the more usual form of review. Focusing as it 
does on methodology as opposed to technology, 
it illustrates quite effectively methodological de- 
velopments in the social sciences. The focus of 
the book is on the analysis of data. It is in this 
area that those of us concerned with marketing 
research can best hope to learn and extend our 
own effectiveness. The work cited will give se- 
rious pause to the critics of the social scientists, 
some of whom have taken the scientists to task 
for unscientific behavior. 

The authors have divided their reader into 
six sections, for each of which they have pre- 
pared a brief introduction. These sections 
follow a general introduction explaining the 
scheme of the entire volume. The sections and 
the subjects dealt with are: 


1. Concepts and Indices 

2. Multivariate Analysis 

3. The Analysis of Change Through Time 

4. Formal Aspects of Research on Human 
Groups 

5. The Empirical Analysis of Action 

6. Toward a Philosophy of the Social Sciences 


Within each of these areas, from 7 to 14 selec- 
tions have been included (some 64 in all) from 
the work of a number of distinguished students 
in the field. The writings cover a span of al- 
most go years, beginning with the quotation 
from Stuart Rice published in 1928 and com- 
ing down to the present, with some of the illus- 


trations specifically prepared for this reader. 

Aside from the general introduction—which 
would, in this reviewer's opinion, make desir- 
able reading for all market research people—the 
marketing man is most likely to find section 3, 
“The Analysis of Change Through Time,” and 
section 5, “The Empirical Analysis of Action,” 
of most immediate interest and obviously re- 
lated to his own concerns. 

Those serious students of marketing theory 
and practice who desire to obtain a better over- 
view of the work of the social scientists will find 
much here to stimulate their thinking and to 
reward their reading. 


HENRY WHITESIDE 


J. Walter Thompson Company 
Chicago 


BRIEFLY NOTED 


EXPORT-IMPORT BANKING: THE DOCU- 
MENTS AND FINANCIAL OPERATIONS OF 
FOREIGN TRADE, by William S. Shaterian. 
(New York: The Ronald Press Company, 1956. 
Pp. 508. $6.50.) 


The presentation of a fully practical treatment 
of the documents and financial operations of for- 
eign trade is the purpose of this book. Bills of ex- 
change, bills of lading, and marine insurance on 
cargo are discussed in detail. Major attention is 
given to the operations of a foreign department, in- 
cluding the buying and selling of foreign exchange, 
the collection and financing of foreign bills, and the 
use of commercial letters of credit. The Uniform 
Customs and Practice for Commercial Documentary 
Credits and the Revised American Foreign Trade 
Definitions are given in the appendices. 

Mr. Shaterian, who is Assistant to the President 
of the American Institute for Foreign Trade, has 
written a very useful reference book of interest to. 
both foreign traders and teachers of courses in 
foreign trade. 


THE TERMS OF TRADE: A EUROPEAN CASE 
STUDY, by Charles P. Kindleberger. (New York: 
John Wiley and Sons, Inc., 1956. Pp. 382. $8.00.) 


The terms of trade of industrial Europe are ana- 
lyzed in detail for periods as long as 83 years (1870- 
1952). This is the first major empirical study of the 
net barter terms of trade—the ratios between the 
prices of exports and imports—which has been un- 
dertaken for this area. Industrial Europe is con- 
sidered to include the United Kingdom, Germany, 
France, Italy, Netherlands, Belgium, Sweden, and 
Switzerland. 

One interesting feature of the book is that the 
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terms-of-trade indexes include shipping and return 
on foreign investment in addition to the usual 
merchandise segments. 


CRISIS IN COASTAL SHIPPING: THE ATLAN- 
TIC-GULF CASE, by John L. Hazard. (Austin, 
Texas: Bureau of Business Research, The Uni- 
versity of Texas, 1955. Pp. 186. $3.50.) 


Only three large-scale common carriers have been 
able to establish themselves in the Atlantic-Gulf 
coastal trade since World War II. Shipments have 
been mainly between northeastern and Gulf ports, 
and the tonnage has been only about one third of 
that carried by the 11 to 14 lines which were in this 
trade prior to the war. On the Pacific Coast, only 
one common carrier has been operating. The de- 
cline in the intercoastal trade has also been substan- 
tial but less severe. 

Professor Hazard, who is Associate Professor of 
Transportation at the University of Texas, exam- 
ines the causes of the decline in the Atlantic-Gulf 
trade. He analyzes the increases in both line-haul 
and terminal costs, especially in terms of the larger, 
faster, and more efficient war-built vessels which are 
being used. Particular attention is given to the 
structure of water rates and to the competition of 
rail carriers and other types of water carriers. The 
postwar operations of each of the three common 
carriers engaged in this trade are examined in some 
detail. 

The book contains a good bibliography, including 
a list of government documents. 


TRENDS AND CYCLES IN ECONOMIC ACTIV- 
ITY, by William Fellner. (New York: Henry Holt 
and Company, 1956. Pp. 411. $5.00.) 


CAN PROSPERITY BE SUSTAINED? by Neil H. 
Jacoby. (New York: Henry Holt and Company, 
1956. Pp. 152. $2.25.) 

Both of these books will be of interest to those 
concerned with business and sales forecasting. Pro- 
fessor Fellner’s book falls in the area of dynamic 
economics. It deals specifically with long-run growth 
trends. The cycle is actually considered as one as- 
pect of economic growth and is worked into that 
theme. The central question is: what prevents mod- 
ern industrial economies from moving upward con- 
tinuously as greater resources and better skills be- 
come available? Economic growth is interrupted or 
slowed down when there is a temporary inability 
to use existing resources. 

Professor Jacoby’s book carries the subtitle, “Pol- 
icy for Full Employment and Full Production With- 
out Price Inflation in a Free Economy.” Drawing on 
his experience as a member of the President's Coun- 
cil of Economic Advisers, he outlines our economic 
goals and examines the role of both government and 
the individual in the economy. The program needed 


to attain our goals is spelled out in some detail. He 
concludes that prosperity can be sustained without 
serious reversals if the government follows sound 
fiscal policies and we continue to build a high-incen- 
tive economy. 


HISTORY OF THE AMERICAN ECONOMY, by 
Ross M. Robertson. (New York: Harcourt, Brace 
and Company, 1955. Pp. 59$- $5-75-) 

Since the early days of the country and particu- 
larly during the last generation, Americans have ac- 
cepted—and, in fact, frequently have insisted on— 
government intervention as protection against cer- 
tain aspects of economic competition. The author 
describes the development of these controls using 
the framework of economic analysis. 

Starting in the colonial period, he outlines the 
economic background of the Republic and discusses 
the impact of British colonial policy. He then deals 
with the westward expansion and the beginnings of 
industry and commerce in the period before the 
Civil War. Part three carries the narrative to the 
post-World War I period and highlights the comple- 
tion of the railroad system, the development of na- 
tional banks, the changing status of labor, and the 
significant developments in industry, agriculture, 
and commerce. The changes which have occurred 
during and since the 1920's complete the book. 

A chapter in each section is devoted to the under- 
lying patterns of domestic and foreign trade. A use- 
ful list of suggested readings, classified by subjects, 
is included. Mr. Robertson is financial economist of 
the Federal Reserve Bank of St. Louis. 


ECONOMIC NEEDS OF OLDER PEOPLE, by 
John J. Corson and John W. McConnell. (New 
York: The Twentieth Century Fund, 1956, Pp. 
533- $4.50.) 

This is the first study since 1930 which has at- 
tempted to make a comprehensive analysis of the 
status of older people. During the last half century, 
the number of persons 65 and over in the United 
States has quadrupled while the total population 
has doubled. 

The central economic problem concerning the 
aged hinges on the distribution of the national 
product among productive and dependent groups. 
Changes in living patterns have resulted in a lessen. 
ing of the ability of the family to provide economic 
security and companionship for its older members. 

The conclusion reached in the study is that we 
can afford to provide for the nonworking aged at an 
increasingly generous level. However, as long as we 
must continue to spend huge sums for national de- 
fense, our ability and willingness to provide for the 
aged will be reduced. Further planning is needed to 
provide for the needs of the over-65 group in terms 
of employment, housing, medical care, and self-de- 
velopment. 
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WHY FAMILIES MOVE, by Peter H. Rossi. (Glen- 
coe, Illinois: The Free Press, 1956. Pp. 220. $4.00.) 


The face of the American city changes constantly. 
Neighborhoods shift in character as residents move 
to new locations. One out of every five urban resi- 
dents changes his address during the course of a 
year. Professor Rossi, who is in the Department of 
Sociology at the University of Chicago, analyzes this 
“large-scale game of musical chairs.” 

‘The major factor producing shifts is lack of space 
or unneeded space resulting from changes in family 
composition and size which occur during the life 
cycle. Young families are the most likely to move. 
Professor Rossi finds that cost is the major factor 
in choosing housing followed by space, location, and 
neighborhood, The field work, on which the study 
is based, was conducted in Philadelphia. 


PLANNING THE FUTURE STRATEGY OF 
YOUR BUSINESS, edited by Edward C. Bursk 
and Dan H. Fenn, Jr. (New York: McGraw-Hill 
Book Company, Inc., 1956. Pp. 302. $4.25.) 


This book, one of an annual series, gives the high- 
lights of the Twenty-Fifth National Business Con- 
‘ference which was sponsored by the Harvard Busi- 
ness School Association. This is not the verbatim 
proceedings of the Conference but a carefully edited 
condensation of the papers and the discussion. 

After an opening section devoted to basic com- 
pany planning, the volume deals with management 
strategy, including company organization and team- 
work, developing managers, performance measure- 
ment, the need for good communication, and the 
impact of current marketing trends. 

Some new viewpoints affecting business strategy 


as related to operations research, the impact of auto- 
mation, and business data processing are also pre- 
sented. Dr. Bursk is editor and Mr. Fenn is assist- 
ant editor of the Harvard Business Review. 


STATISTICS: A NEW APPROACH, by W. Al- 
len Wallis and Henry V. Roberts. (Glencoe, Illi- 
nois: The Free Press, 1956. Pp. 646. $6.00.) 


Professors Wallis and Roberts have written an 
intriguing book for those who are just getting ac- 
quainted with the field of statistics. The authors 
state that it is written specifically for “readers” 
rather than “writers” of statistics. Nonmathematical 
in approach, the book emphasizes the fundamental 
ideas and principles of statistics rather than the ex- 
tensive technical detail frequently found in statis- 
tics texts, and it is planned especially for those who 
expect to do research or who would like to under- 
stand and use the results of statistical studies. A 
unique feature of the book is an extensive, indexed 
set of illustrations drawn from many fields. 


OUTLINE OF MARKETING, by William J. 
Shultz. (Ames, lowa: Littlefield, Adams & Co., 
1956. Pp. 236. $1.50.) 


This is one of the Littlefield college outline series 
and is written to serve a threefold purpose: (1) as a 
student review book, (2) as a condensed text in con- 
junction with marketing readings or cases, and (3) 
as a reference book for business use. The subject 
matter is cross-referenced to marketing texts and 
reading books. The appendix contains definitions of 
marketing terms. 


A.M.A. Notes 


HUGH G. WALES, Editor 


1956-57 OFFICERS 


The following officers were elected by the mem- 
bership for the fiscal year 1956-57: 


President 
Charles W. Smith, McKinsey & Company, 60 East 
42nd Street, New York, New York 
President-Elect 
D. Maynard Phelps, University of Michigan, Ann 
Arbor, Michigan 
Vice-President (Academic Activities) 
Charles H. Sandage, University of Illinois, Ur- 
bana, Illinois 
Vice-President (Professional Activities) 
Wendell R. Smith, Alderson & Sessions, 3 Penn 
Center Plaza, Philadelphia, Pennsylvania 
Vice-President (Business Activities) 
Robert O. Fernald, National Lead Company, 111 
Broadway, New York, New York 
Secretary 
Hugh G. Wales, University of Illinois, Urbana, 
Illinois 
Treasurer 
LeRoy F. Church, Emery Industries, Inc., 4300 
Carew Tower, Cincinnati, Ohio 


Directors whose terms will expire June 30, 1958: 

William Applebaum, Marketing Consultant, 29 
Tobey Road, Belmont, Massachusetts 

James D. Dodge, Aluminum Company of Canada, 
Ltd., Montreal, Quebec, Canada 

Bay E. Estes, Jr., U. S. Steel Corporation, Pitts- 
burgh, Pennsylvania 

Albert W. Frey, Dartmouth College, Hanover, 
New Hampshire 

William R. Lund, Warren Petroleum Corpora- 
tion, Tulsa, Oklahoma 

Nelson A. Miller, U. S$. Department of Commerce, 
Washington 25, D. C. 

William R. Spurlock, Eli Lilly & Company, In- 
dianapolis, Indiana 

Charles C. Squires, Jr., Fletcher D. Richards, Inc., 
New York, New York 

Kenneth G. Stuart, Eastman Kodak Company, 
Rochester, New York 

Directors whose terms will expire June 30, 1957: 


Ira D. Anderson (immediate past president) 
Northwestern University, Evanston, Illinois 


Lincoln H. Clark, New York University, New 
York, New York 

Jack C. Griffin, Gerber Products Company, Fre- 
mont, Michigan 

Edwin H. Lewis, University of Minnesota, Min- 
neapolis, Minnesota 

Lawrence C. Lockley, University of Southern Cal- 
ifornia, Los Angeles, California 

Donald R. Longman, Atlantic Refining Company, 
Philadelphia, Pennsylvania 

Alexander C. MacGowan, Fuller & Smith & Ross, 
Inc., Cleveland, Ohio 

A. Kendell Oulie, General Petroleum Corporation, 
Los Angeles, California 

Edwin H. Sonnecken, Ford Motor Company, Dear- 
born, Michigan 


1956 MID-YEAR CONFERENCE 
The Pittsburgh Chapter was host to the 1956 
Mid-Year Conference which was held at the Wil- 
liam Penn Hotel in Pittsburgh, Pennsylvania, June 
20, 21, and 22, 1956. Members of the Conference 
Committee were: 


General Chairman: Samuel A. Fuller 
Jones & Laughlin Steel Corp. 
Allan 8. Oram 


U. S. Steel Corporation 


Vice Chairman and 
Secretary: 


Treasurer: Eugene F. Eisemann, Jr. 


Gulf Oil Corporation 
K. C, Allen 
Jones & Laughlin Steel Corp. 


Assistant Treasurer: 


Publicity: 


Jack Bateman 
Rockwell Manufacturing Co. 


Reception and 
Entertainment: 


David G. Fluharty 
H. J. Heinz Company 


Bettie Gibson 
The Pittsburgh Press 


Arrangements: 


Attendance and 
Promotion: 


Ralph L. Harding 
Allegheny Ludlum Steel Cor- 
poration 


A. G. Irwin 
Duquesne Light Company 


Program: 


Edward M. Strauss 
Aluminum Co. of America 


Display: 


Registration and 
Printing: 


Edgar J. Dowling 
Gulf Oil Corporation 
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a professor’s comment 


“It is just the thing I have been looking for to use in my advanced adver- 
tising course. I teach copy the first term, along with layout and campaign 
planning . . . I have long wondered why an author did not take the rich findings 
of copy research and psychological applications and write a copy book from 
this angle. This is just what DeVoe has done! . . . This book pulls together for 


them the rich sources, and applies them to the task of copywriting. DeVoe’s 
scholarship is superb.” 


EFFECTIVE ADVERTISING 
COPY 


by MERRILL DEVOE 
Marketing and Advertising Consultant 


This practical text, designed especially for classroom use, covers the com- 
plete ad—both as a selling agent and as a piece of effective writing. The empha- 
sis throughout is on the universality of copy principles and their application 
to all media. Practicing ad men as well as instructors will find this book helpful. 


April 716 pages $6.50 


The Macmillan 
60 FIFTH AVENUE, NEW YORK 11, N. Y. 


Please mention the JOURNAL OF MARKETING in writing advertisers 


AMERICAN ECONOMIC REVIEW 


Contents 
Volume XLVI June 1956 Number 3 


ARTICLES 
An Essay on Bargaining T. C. Schelling 
Population Growth and the Capital Coefficient R. A. Gordon 
Complementarity and the Lowering of Tariffs FP, V. Meyer 
Union, Nonunion Wage Differentials J. EB. Maher 
Interindustry Wage Structure, 1899-1950 D. EB. Cullen 


REVIEW ARTICLES 
Goldsmith's Study of United States Saving J. N. Morgan 
Aggregate Econometric Models C. FP. Christ 


COMMUNICATIONS 
Acceleration Without Magnification W. J. Baumel 


Full Employment vs. Full Capacity Irma Adelman 
and Orland Lobo 


Review of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all bers. The 1 dues are $6.00. Address editorial com- 
munications to Dr. Bernard F. Haley, Editor, AMERICAN ECONOMIC REVIEW, Stanford Uni- 
versity, Room 220, Stanford, California; for information concerning other publications and activities 
of the Association, communicate with the Secretary-Treasurer, Dr. James Washington Bell, American 
Economic Association, Northwestern University, Evanston, Illinois. Send for information booklet. 


You Will Want to Examine .. . 


SALESMANSHIP: 


HELPING PROSPECTS BUY 


NEW 1956 Second Edition—By C, A. Kirkpatrick 
University of North Carolina 


Here is a textbook designed as an effective teaching tool in salesmanship courses. 
Opinions of sales executives, excerpts from sales manuals, and illustrations inte- 
grate the practical with the academic. 


SALESMANSHIP, Second Edition, develops selling as a profession. It trains for 
the type of selling that will be profitable for both the salesman and his company. 
It also emphasizes the importance of customer satisfaction that will mean repeat 
business. 


Thirty-six short cases add variety to the course and give material for analysis 
and discussion. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 
Cincinnati 27 New Rochelle, N. Y. Chicago 5 San Francisco § Dallas 2 
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THE JOURNAL OF MARKETING 


offers the below listed publications, prepared by some of the 
field’s most prominent authorities. 


MARKETING RESEARCH 


- A Comparison of Sampling Methods. By George H. Brown 
. Promotion and Research. By Vergil D. Reed 
. Mail Questionnaires Can Produce Good Samples of Homogeneous Groups. 
By David Wallace 
. Some Criteria for Judging the Quality of Surveys. By W. Edwards Deming 
. Motivation Analysis in Market Research: A Criticism. By Lazare Teper 
. Reply to Criticism by Lazare Teper on “Motivation Analysis in Market 
Research.” By F. T. Schreier and A. J. Wood 
7. Dependable Samples for Market Surveys. By Morris H. Hansen and William 
N. Hurwitz 
. Surveying Radio Listeners by Use of a Probability Sample. By H. M. Beville, 
r. XIV 
. The Relationships Between Preference and Purchase of Brands. By Seymour 
Banks XV 
. Sales Forecasting. By Jay M. Gould XV 


Copies of the Journal in which these articles appear may be obtained at $1.75 per 
copy in the United States; $2.00 per copy outside the United States. 


KINDLY ENCLOSE REMITTANCE WITH ORDER 
Address all orders to 


AMERICAN MARKETING ASSOCIATION 
27 East Monroe Street Chicago 3, Illinois 


AMERICAN MARKETING ASSOCIATION 


27 East Monroe St. 
Chicago 3, Illinois 


SOME SELECTED PUBLICATIONS 
IN MARKETING 


MARKETING RESEARCH BIBLIOGRAPHY 
Wales & Ferber (New) 
Expected publication date, July 1, 1956. References are an- 
notated, complete from 1949 through 1955. Bibliography cov- 
ers articles, monographs and books. To be announced 


CONFERENCE PROCEEDINGS 


Speeches from AMA National Conference held in New York, 
December, 1955. Partial list of subjects: Marketing and the Be- 
havorial Sciences; Automation; The Firm’s Marketing Organiza- 
tion; Industrial Marketing Potentials; Communications; and 
others. 


MARKETING CHANNELS, Clewett, Editor 


A compilation of writings by selected authors on: The Develop- 
ment of Marketing Channels; Channels Used in Marketing Se- 
lected Manufactured Products; Channel Policies and Legislation. $6.00 
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Vol. No. 
4 
4 
1 
2 
4 
3 
3 
3 
2 
3 
Non- 
Member Member 
$2.50 $4.00 
$6.00 


Time is on your side 
when you use Workman’s Market and 
Media Research Tabulating 


Workman’s night and day service seven days a week helps you beat those 
deadlines. Have complete, latest IBM equipment plus competent technicians 
to do any and all types of electronic punch card computing. Here’s how we 
can help you: 


QUESTIONNAIRE ANALYSES. Com- MEDIA ANALYSES. For only the cost of 
plete assistance in questionnaire design, tabulating, our Statistical Library Card 
composition, printing, coding, editing, tab- File can give you the county circulation 
ulating, calculating, and typing. Equip- for over 900 current ABC newspapers .. . 
ment includes 101 electronic printing sort- county counts on 70 national magazines, 
ers and 407 alphabetic tabulators. and all sales management “Survey of Buy- 


WORKMAN SERVICE, INC. 


Chicago +» WHitehall 4-6255 + 320 North Dearborn St. 
Los Angeles TRinity 9883 731 South Spring 


Other offices in Minneapolis and New York 
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| 
Outstanding McGraw-Hill Books | 


READINGS IN MARKETING—New Second Edition 


Harvard University. 582 pages, $6.50 (cloth edition), $4.75 (paper edition). — 
This new revision, greatly reduced in size and price, is intended to provide a back- 
ground which includes factual material for marketing courses and furnishes a setting 
and perspective for the study of a text or casebook. The emphasis throughout is on the 
marketing structure and choice of distribution channels. New statistical material and 
recent problems are included. 


ADVERTISING COPY AND COMMUNICATIONS 


By 8. WATSON DUNN, University of Wisconsin. McGraw-Hill Series in Advertising and 
Selling. 558 pages, $7.00 
This top-level college text presents in readable, conversational style a sound, over-all 
coverage of both theory and practice of writing copy that communicates and sells. It 
gives a total picture of the organization, function, and methods of copywriting, and 
pe mgory time, the rich store of communications research accumulated by social 
and advertising researchers. Hundreds of examples are included. 


INTRODUCTION TO ADVERTISING 
Edition. 480 pages, $5.50 


Presenting a short but comprehensive survey of the total field of advertising, this 
book ties the important advertising function to history and economics. The agency 
relationship to client and market is explained as well as how the agency develops and 
brings a new campaign to the people who buy. Here, the authors, who have spent years 

_ teaching and in the field, discuss research, marketing strategy, creative development of 
advertising, sales promotion, media selection, and mechanical and administrative 
operations. 


MARKETING: Text and Cases 
CANNON, Mashoting Now Cy JACK A. WECHERT, 


Here is the first introductory, undergraduate marketing book to combine traditional 
marketing principles with actual business cases. Sixteen textual chapters discuss all the 


materials found in standard texts. Numerous cases placed throughout the book give the 
reader an opportunity to apply what he has learned to actual business problems. Cases 
are all post-war studies, collected from a variety of companies of all sizes. Studies include 
manufacturers, wholesalers, and retailers in both the consumer and the industrial field. 


|McGraw-Hill Book Company, Inc. 
epproval 


} 330 West 43nd St. New York 36, N. Y. 
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